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ENTREPRENEURSHIP  IN  AMERICA: 
OVERVIEW  OF  SBA  PROGRAMS  IN  ALASKA 


WEDNESDAY,  AUGUST  16,  1995 

United  States  Senate, 
Committee  on  Small  Business, 

Washington,  D.C. 
The  Committee  met,  pursuant  to  notice,  at  9  a.m.,  in  the  Anchor- 
age Federal  Building,  Anchorage,  Alaska,   the   Honorable   Chris- 
topher S.  Bond  (Chairman  of  the  Committee)  presiding. 
Present:  Senators  Bond  and  Stevens  (ex  officio). 

OPENING  STATEMENT  OF  THE  HONORABLE  CHRISTOPHER  S. 
BOND,  CHAIRMAN,  COMMITTEE  ON  SMALL  BUSINESS,  AND  A 
UNITED  STATES  SENATOR  FROM  MISSOURI 

Chairman  Bond.  I  will  formally  call  this  hearing  of  the  United 
States  Senate  Committee  on  Small  Business  to  order.  It  is  a  real 
pleasure  for  me  to  be  here  in  Anchorage  with  Senator  Stevens  for 
one  of  a  series  of  Small  Business  Committee  hearings  we  are  hav- 
ing around  the  country  on  the  general  topic  of  "Entrepreneurship 
in  America." 

Now,  you  all  know  Senator  Stevens.  We  in  Washington  know  him 
very  well  for  his  outstanding  leadership  on  defense  appropriations 
issues.  In  the  last  weeks  when  the  United  States  Senate,  during 
hot  August  days  in  Washington,  frankly  tends  to  get  a  little  surly, 
things  don't  move  well.  Senator  Stevens  moved  the  defense  appro- 
priations bill  through  with  such  speed,  finesse,  and  clear  direction 
that  the  Chaplain  of  the  Senate,  I  think,  referred  to  him  as  the 
wagonmaster.  When  Senator  Stevens  speaks  in  Washington,  people 
line  up,  because  they  know  that  we  are  going  to  move  ahead  and 
get  things  done.  I  have  had  the  pleasure  of  working  with  Senator 
Stevens  for  many  years.  He  is  obviously  known  across  the  country, 
not  only  for  defense  but  his  emphasis  on  natural  resource  issues, 
development  issues,  but  his  greatest  interest  is,  and  always  has 
been,  the  State  of  Alaska.  When  I  introduce  him  to  a  group  in 
Washington,  I  say  we  will  now  hear  from  Senator  Stevens  on  what 
is  going  on  in  Alaska,  and  if  he  has  time,  he  might  talk  to  you 
about  some  of  the  issues,  other  issues  going  on  in  Washington. 

But  one  of  the  things  that  Ted  Stevens  and  I  agree  on  is  the  im- 
portance of  small  business.  He  suggested  some  time  ago  that,  as  we 
look  at  the  state  of  small  business  in  the  United  States,  it  is  very 
important  to  come  to  Alaska  where  small  business  is  such  an  im- 
portant part  of  the  job-creating  sector  of  the  economy.  As  small 
business  goes,  so  go  the  opportunities  for  economic  growth,  for  job 
opportunities,  for  a  better  way  of  life  for  all  our  citizens.  It  is  a  real 

(1) 


pleasure  for  me  to  be  able  to  come  and  to  hear  from  people  who 
are  engaged  in  small  business  about  their  problems  and  concerns. 

This  is  a  wide  open  hearing.  We  have  the  full  statements  submit- 
ted, I  believe,  by  most  if  not  all  of  you.  I  can  assure  you  they  will 
be  made  a  part  of  the  record. 

We  would  ask  that  you  keep  your  initial  presentation  to  about 
5  minutes,  if  you  can  summarize  the  high  points.  We  may  have 
several  questions,  but  we  are  blessed  with  quite  a  number  of  people 
who  have  important  things  to  say  to  us.  We  want  to  give  everybody 
an  opportunity  to  submit  a  full  written  statement  and  also  to  sum- 
marize for  those  of  us  here  in  this  room  the  important  points  and 
perhaps  generate  some  discussions  among  us. 

These  public  hearings  are  designed  to  elicit  the  views  and  com- 
ments of  small  business  owners  to  help  guide  us  in  Congress  as  we 
think  and  rethink  how  the  Federal  Government  can  best  serve 
America's  small  businesses.  It  is  my  view  that  Congress  has  to  take 
responsibility  for  encouraging  entrepreneurship,  which  makes 
small  business  grow,  making  sure  that  the  Federal  Government  as- 
sists and  does  not  stifle  the  small  and  growing  business  sector  that 
provides  today's  and  tomorrow's  innovative  products  and  new  jobs. 

During  the  past  10  years,  I  think  most  of  you  in  small  business 
know  that  as  large  businesses  have  restructured,  laying  off  thou- 
sands of  very  able  workers,  small  businesses  have  filled  the  void, 
creating  up  to  five  new  jobs  for  each  person  laid  off  as  a  result  of 
corporate  restructuring.  And  here  in  Alaska  where  the  Federal 
Government  is  a  major  factor,  as  the  Federal  Government  restruc- 
tures, there  are  going  to  be  people  coming  out  of  Federal  Govern- 
ment service  who  have  many  talents  and  abilities  that  can  still  be 
put  to  use  very  fruitfully.  We  believe  that  small  business  is  one  of 
the  logical  areas  for  them  to  seek.  During  the  past  few  years,  eco- 
nomic growth  in  the  country  as  a  whole  has  been  fueled  by  small 
business.  Some  54  percent  of  America's  work  force  is  now  employed 
by  small  business  and  they  generate  about  half  of  our  gross  domes- 
tic product.  I  think  that  we  have  to  provide  small  businesses  the 
positive  assurance  that  Government  will  continue  to  support  them 
in  the  future.  I  have  recommended  to  our  small  business  committee 
five  fundamental  principles  of  reform  that  should  define  the  role 
that  the  Small  Business  Administration  should  play  as  we  prepare 
for  the  next  fiscal  year  and  the  next  century. 

First,  we  need  to  consolidate  and  redesign  the  small  business 
loan  guarantee  programs  to  make  it  a  simpler  and  safer  credit  sup- 
port role  for  SBA  to  encourage  lenders  to  make  private  sector  loans 
to  small  businesses. 

We  need  to  make  the  SBA  an  effective  small  business  advocate, 
using  SBA  field  offices  and  small  business  development  centers  to 
provide  regulatory  compliance  assistance  to  small  business,  and 
frankly,  act  as  watchdog  for  excessive  Federal  regulatory  behavior. 

Three,  we  ought  to  refocus  the  SBA's  role  in  small  business  Gov- 
ernment contracting.  I  think  that  we  need  to  move  SBA  out  of  the 
role  of  acting  as  a  contracting  party  with  the  Federal  Government 
and  then  subcontracting  with  small  businesses  under  8(a).  I  think 
given  the  recent  Supreme  Court  decisions,  we  are  going  to  have  to 
move  to  a  race-neutral  Federal  contracting  preference,  but  I  believe 
we  can  do  that  in  a  way  that  provides  job  opportunities  and  growth 


in  historically  high  unemployment,  low  income,  high  poverty  areas. 
I  think  while  the  Supreme  Court  has  given  us  some  constraints  on 
that  program,  they've  shown  us  a  way  where  we  can  continue  to 
develop  opportunities. 

Four,  we  need  to  redesign  the  SBA's  role  in  small  business  ven- 
ture capital  to  increase  private  sector  responsibilities  in  funding 
and  administering  SBA's  Small  Business  Investment  Company  pro- 
gram. 

And  five,  we  need  to  shift  responsibility  for  small  business  coun- 
seling and  management  assistance  to  the  private  sector.  I  think 
SBA's  direct  delivery  of  small  business  management  assistance  and 
business  counseling  should  be  phased  out,  shifting  more  of  the  re- 
sponsibility and  the  cost  to  colleges,  universities,  and  States,  and 
we  should  do  more  to  encourage  the  small  business  lending  commu- 
nity to  offer  business  counseling  to  applicants  for  SBA  guaranteed 
loans. 

We  believe  that  this  framework,  while  it  is  subject  to  change  and 
obviously  subject  to  comment  as  it  goes  through  Congress,  is  a  posi- 
tive statement  that  we  want  the  SBA  to  continue  to  be  a  positive 
force  for  small  business  growth  and  expansion,  and  we  are  not 
going  to  forget  small  business  as  we  look  at  reforming  and  bringing 
the  Federal  Government  under  control. 

I  am  pleased  to  tell  you  that  last  Friday,  just  before  we  went  out 
of  session,  the  Senate  passed  the  Small  Business  Lending  Enhance- 
ment Act  that  will  increase  the  supply  of  loans  available  under  the 
Small  Business  Administration  7(a)  Guaranteed  Business  Loan 
Program.  There  were  proposals  by  the  administration  to  phase  out 
the  Federal  subsidy,  i.e.  covering  the  possible  credit  risks  or  losses 
completely.  I  did  not  want  to  go  that  far  and  by  a  bipartisan  unani- 
mous vote  of  the  Small  Business  Committee,  my  colleagues  on  the 
Small  Business  Committee  agreed  that  we  could  cut  back  on  the 
Federal  dollars  committed  to  the  program,  but  we  could  expand  the 
program  while  saving  some  of  the  taxpayers'  dollars.  Increased  fees 
from  lenders  and  greater  risk  to  be  taken  by  private  lenders  should 
do  the  job. 

I  am  very  excited  about  the  opportunities  that  we  have  through 
the  SBA.  I  am  most  anxious  to  hear  your  comments  and  your  views 
on  how  the  SBA  is  working  and  how  the  loan  programs  and  other 
programs  are  working  here  in  Alaska. 

We  also  welcome  comments  in  other  areas.  I  have  found  as  we 
have  had  these  hearings  around  the  country  that  frequently  the  is- 
sues of  taxation,  regulation  and  litigation  are  of  primary  concern 
to  small  business  men  and  women  and  if  those  are  your  major  con- 
cerns, then  we  would  welcome  hearing  those. 

[The  prepared  statement  of  Chairman  Bond  follows:] 


OPENING  STATEMENT  OF  SENATOR  CHRISTOPHER  S.  "KIT"  BOND 

Committee  on  Small  Business 

August  16,  1995 


This  hearing  of  the  United  States  Senate  Committee  on  Small  Business  will  now  come 
to  order.  It  is  a  pleasure  to  be  invited  here  to  Anchorage  to  be  with  Senator  Stevens  for  one 
of  a  series  of  Small  Business  Committee  hearings  I  have  promised  to  hold  around  the  country 
on  "Entrepreneurship  in  America." 

As  the  Chairman  of  the  Senate  Committee  on  Small  Business,  I  have  initiated  these 
public  hearings  to  seek  the  views  and  comments  of  small  business  owners  to  guide  the 
Congress  as  we  rethink  how  government  can  best  serve  America's  small  businesses. 
Congress  must  take  responsibility  for  encouraging  entrepreneurship  and  making  sure  the 
federal  government  does  not  stifle  the  small  and  growing  business  sector  that  will  provide 
tomorrow's  innovative  products  and  new  jobs. 

During  the  past  ten  years,  as  large  businesses  have  restructured,  laying  off  thousands 
of  very  able  workers,  small  businesses  have  filled  this  void,  creating  up  to  five  new  jobs  for 
each  person  laid  off  as  the  result  of  a  corporate  restructuring.    During  these  years,  economic 
growth  has  been  fueled  by  small  business.    54%  of  America's  work  force  now  is  employed 
by  small  businesses  which  generate  50%  of  the  gross  domestic  product. 

I  believe  we  should  provide  small  businesses  with  positive  assurance  that  their 
government  will  continue  to  support  them  in  the  future.    Therefore,  I  have  developed  the 
following  Five  Fundamental  Principles  for  Reform  that  define  the  critical  role  that  the  Small 
Business  Administration  should  play  as  we  prepare  for  the  next  fiscal  year  and  the  next 
century. 

1.  Consolidate  and  Redesign  Small  Business  Loan  Guarantee  Programs. 

We  should  implement  a  simpler  and  safer  credit  support  role  for  SBA  to  encourage 
lenders  to  make  private  sector  loans  to  small  business. 

2.  Make  SBA  an  Effective  Small  Business  Advocate. 

SBA  field  offices  and  Small  Business  Development  Centers  should  work  together  to 
provide  regulatory  compliance  assistance  to  small  businesses  and  act  as  a  watchdog 
for  excessive  federal  regulatory  behavior. 

3.  Refocus  SBA's  Role  in  Small  Business  Government  Contracting. 

I  support  making  federal  government  contracting  opportunities  available  to  all  small 
businesses.    We  should  discontinue  the  practice  of  having  SBA  act  as  a  contracting 


party  with  the  federal  government  and  then  subcontracting  with  small  businesses 
under  the  8(a)  program.    Instead,  I  want  to  consider  a  new  race-neutral  federal 
contracting  preference  for  small  business  located  in,  and  hiring  employees  from, 
historically  high  unemployment  and  low  income  areas. 

4.  Redesign  SBA's  Role  in  Small  Business  Venaire  Capital. 

We  need  to  increase  private  sector  responsibilities  in  funding  and  administering  SBA's 
Small  Business  Investment  Company  program. 

5.  Shift  Small  Business  Counseling  and  Management  Assistance  to  the  Private  Sector. 
SBA's  direct  delivery  of  small  business  management  assistance  and  business 
counseling  should  be  phased  out,  shifting  the  cost  of  SBA  sponsored  management 
assistance  increasingly  to  colleges,  universities,  and  to  the  states.    We  also  should  do 
more  to  encourage  the  small  business  lending  community  to  offer  business  counseling 
to  applicants  for  SBA  guaranteed  loans. 

I  have  set  forth  these  Five  Fundamentals  for  Reform  as  a  positive  statement  to  our 
Nation's  small  businesses  to  assure  them  that  government  reform  does  not  mean  they 
suddenly  have  been  forgotten. 

As  a  first  step  in  implementing  these  objectives,  last  Friday  the  Senate  passed  the 
Small  Business  Lending  Enhancement  Act,  legislation  that  will  increase  the  supply  of  loans 
available  under  the  Small  Business  Administration's  7(a)  Guaranteed  Business  Loan  Program. 
This  bill  balances  demand  for  the  popular  7(a)  Guaranteed  Business  Loan  Program  with 
prudent  fiscal  management.    I  am  committed  to  balancing  the  federal  budget,  but  I  will  work 
to  retain  and  improve  effective  programs,  like  7(a).    I  believe  the  dual  avenue  I  am 
advocating  -  combining  increased  fees  from  lenders  with  a  decreased  federal  appropriations 
levels  -  creates  the  correct  balance  in  these  times  of  fiscal  restraint. 

I  am  very  excited  about  the  opportunities  we  have  today  to  improve  the  quality  of  life 
for  small  and  growing  businesses  and  to  give  encouragement  to  the  entrepreneurs  of 
tomorrow.    Your  input  into  this  process  is  vitally  important.    I  have  learned  many  times  over 
that  the  best  ideas  come  from  the  people  back  home  in  the  real  world,  not  from  the 
professionals  in  Washington.    I  applaud  you  for  being  here  and  participating  in  the  field 
hearing  of  the  Committee,  and  I  look  forward  to  hearing  your  views  and  comments  so  we 
may  find  ways  to  work  together  to  foster  the  spirit  of  Entrepreneurship  in  America. 


OPENING  STATEMENT  OF  THE  HONORABLE  TED  STEVENS,  A 
UNITED  STATES  SENATOR  FROM  ALASKA 

Senator  STEVENS.  I  want  to  welcome  my  good  friend,  Senator  Kit 
Bond  of  Missouri.  Kit  and  I  have  worked  together  on  many  dif- 
ferent issues.  He  is  here  today  for  this  hearing,  then  he  is  going 
to  go  down  to  southeast  and  join  Senator  Murkowski  at  a  hearing 
in  Ketchikan.  We  have  been  talking  for  some  time  about  the  need 
to  have  a  greater  emphasis  on  small  business  problems  in  Alaska 
and  I  am  delighted  that  Senator  Bond  has  come  to  chair  this  hear- 
ing, and  look  forward  to  participating  with  you.  Kit.  Welcome  to 
Alaska. 

Chairman  Bond.  Well  with  that,  I'd  like  to  turn  to  our  first  panel 
and  invite  to  come  forward  Julie  Kitka,  president  of  the  Alaska 
Federation  of  Natives  of  Anchorage,  and  Mr.  Trefon  Angasan's 
going  to  speak  on  behalf  of  the  Alaska  Village  Initiatives.  My 
apologies,  we  had  a  name  tag  for  somebody  else,  but  we  are  de- 
lighted to  have  you. 

Ms.  Kitka,  if  you  would  begin,  please. 

STATEMENT  OF  JULIE  KITKA,  PRESIDENT,  ALASKA 
FEDERATION  OF  NATIVES,  INC.,  ANCHORAGE,  ALASKA 

Ms.  Kitka.  Thank  you,  Mr.  Chairman.  Welcome  to  Alaska.  Good 
to  see  you  and  Senator  Stevens  here.  My  name  is  Julie  Kitka  and 
I  am  here  today  testifying  as  the  president  of  the  Alaska  Federa- 
tion of  Natives,  and  with  me  is  Trefon  Angasan,  who  is  a  board 
member  of  the  Alaska  Federation  of  Natives  and  who  will  address 
some  specific  concerns  in  regard  to  the  SB  A  and  8(a)  program  on 
behalf  of  the  Alaska  Federation  of  Natives.  So  it  is  kind  of  a  team 
presentation  on  that.  I  will  do  the  overview  and  Trefon  will  get  into 
some  of  the  specifics. 

The  Alaska  Federation  of  Natives  is  a  statewide  Native  organiza- 
tion and  our  Native  community  here  in  the  State  represents  ap- 
proximately 87,000  indigenous  people.  The  need  for  economic  devel- 
opment in  rural  Alaska,  the  creation  of  jobs  and  family  incomes, 
has  now  become  critical  and  is  made  all  that  more  obvious  to  us 
by  recent  studies  and  reports  that  have  been  done  in  regard  to  the 
status  of  our  people  and  how  our  communities  are  doing  in  the  re- 
cent past.  During  the  last  three  decades,  the  Native  villages  have 
been  the  recipients  of  billions  of  dollars  in  Federal  and  State  appro- 
priations, the  vast  majority  of  which  has  gone  into  externally- 
designed  service  programs  and  public  works.  While  such  efforts 
have  brought  many  benefits  to  our  people,  they've  also  had  the  in- 
sidious effect  of  making  our  people  more  and  more  dependent  on 
public  support  and  bureaucratic  decision-making.  Little  has  been 
spent  on  the  development  of  self-reliant  villages  in  which  people 
take  care  of  themselves. 

Economic  development  is  a  prerequisite  to  healthy  communities 
and  nothing  fundamental  or  permanent  can  happen  without  it.  All 
the  social  services  in  the  world  will  not  suffice  if  our  people  cannot 
provide  for  their  own  families  with  productive  labor.  Pervasive  de- 
pendency on  welfare  and  other  forms  of  public  income  support  is 
the  fundamental  cause  of  the  personal  depression,  family  pathology 
and  social  disorganization  that  plagues  rural  Alaska.  This  is  one  of 


the  conclusions  of  the  Alaska  Natives  Commission  Report  which 
was  published  in  May  1994. 

That  Commission,  which  was  created  by  Congress,  half  of  which 
was  appointed  by  President  Bush  and  half  appointed  by  our  former 
governor,  Walter  Hickel,  was  created  3  years  earlier  and  jointly  ap- 
pointed and  funded  by  the  Federal  and  State  governments.  For  2 
years,  it  examined  the  current  conditions  of  Native  people,  ana- 
lyzed the  complex  array  of  policy  and  services  and  crafted  rec- 
ommendations for  more  effective  uses  of  public  resources. 

Attached  to  my  written  testimony  is  a  copy  of  the  executive  sum- 
mary of  that  report,  which  lays  out  some  nine  pages  of  rec- 
ommendations from  the  whole  gambit  of  social  services,  health 
care,  to  economic  development  and  some  of  the  needs  of  our  com- 
munities. 

Chairman  BOND.  That  will  be  made  a  part  of  the  record,  thank 
you.  That  will  be  very  helpful. 

Ms.  KiTKA.  Thank  you.  Based  on  the  Commission's  work  and 
other  sources,  I  offer  the  Committee  the  following  brief  sketch  of 
economic  realities  in  Alaska's  remote  Native  villages.  First  of  all, 
modem  village  residents  have  become  increasingly  dependent  on 
the  cash  economy  and  their  aspirations  for  goods  and  services  will 
not  diminish.  That  requires  jobs  and  income  both  in  the  village  and 
elsewhere. 

Two,  there  are  very  few  full-time  and  part-time  jobs  in  villages 
and  the  percentage  of  the  work  force  that  remains  chronically  un- 
employed and  underemployed  is  staggering.  Most  of  the  jobs  cre- 
ated by  the  oil  boon  in  the  villages  and  the  urban  areas  went  to 
non-Natives. 

Three,  mixed  economies,  the  combination  of  cash  and  subsistence 
gathering  practices  seasonally  draw  many  Native  people  out  of  the 
cash  labor  force,  weakening  their  ability  to  get  and  keep  permanent 
jobs. 

Four,  the  massive  public  sector  spending  of  the  past  few  decades 
is  decreasing  at  a  time  when  the  general  population  levels  and 
work  force  competition  are  on  the  rise.  It  is  projected  that  our  pop- 
ulation will  double  every  23  years  and  so  we  are  in  the  midst  of 
a  population  boom.  In  addition,  competition  of  our  people  with  non- 
Native  work  force  requires  skills  and  education  that  many  of  our 
people  do  not  have. 

Five,  much  progress  and  reducing  unemployment  can  be 
achieved  by  training  and  hiring  practices  that  put  village  Natives 
into  local  public  sector  jobs,  such  as  teaching,  health  services,  pub- 
lic safety  and  the  like.  But  in  the  long  run,  the  public  sector,  even 
if  it  was  exclusively  staffed  by  Alaska  Natives,  cannot  meet  the  de- 
mand. Only  the  development  of  thousands  of  private  sector  jobs  in 
both  large  scale  and  small  scale  enterprises  will  suffice. 

Six,  large-scale  development  projects  in  rural  Alaska  are  limited 
by  the  absence  of  exploitable  resources,  financing,  markets,  commu- 
nications and  transport  linkages.  Some  like  the  Red  Dog  Mine  in 
the  Nenana  region  can  be  made  to  work  with  careful  planning  and 
dedication  to  local  Native  hire,  but  most  bush  locations  are  unlikely 
to  have  such  opportunities  available  in  the  foreseeable  future.  This 
means  that  the  small  scale  development  of  private  enterprises 
which  employ  local  Native  people  is  an  absolute  necessity  for  the 
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survival  of  our  villages.  But  despite  all  the  discussion  about  rural 
economic  development,  this  is  not  happening,  in  our  view,  to  any 
significant  degree. 

Mr.  Chairman  and  Senator  Stevens,  based  on  the  findings  of  the 
Alaska  Native  Commission  Report,  other  analysis,  and  just  plain 
common  sense,  we  conclude  that  small  enterprise  development  pro- 
ducing local  emplojrment  and  income  lies  at  the  heart  of  rural  Alas- 
ka's future.  This  is  the  historical  context  in  which  this  hearing 
takes  place.  It  is  the  reason  why  effective  operation  of  the  Small 
Business  Administration  in  rural  Alaska  is  so  critical,  and  why  this 
Committee  and  the  agency  should  listen  closely  to  the  practical  rec- 
ommendations for  improvement  of  8(a)  programs  offered  by  individ- 
uals and  organizations  testifying  today. 

I'd  like  to  thank  you  for  the  opportunity  to  provide  an  overview 
and  would  like  to  introduce  and  ask  Trefon  to  continue  with  the 
testimony. 

[Attachment  to  the  statement  of  Ms.  Kitka  follows:] 


Report  of  the  Alaska  Natives  commission 

MAY,  1994 


Executive  Summary 

Prepared  by  the  Alaska^;g<o 
Federation  of  Natives  /j?:^::^^ 

Members  of  the  Commission: 

Peny  Eaton,  Co-Chairperson 

Mary  Jane  Fate,  Co-Chairperson 

Johne  Bmkley 

Edgar  Paul  Boyko 

Father  Norman  H.  V.  Elliott 

Beverly  Masek 

Martin  B.  Moore,  Sr. 

Frank  Pagano 

John  W.  Schaeifer,  Jr. 

Father  James  A.  Sebesta 

Walter  A.  Soboleff 

Morris  Thompson 

Sam  Towarak 

Frances  L  Flamilton  (deceased) 

Mike  Irwin,  Executive  Director 

Volume  I 

Prepared  by  Commission  staff,  providing  overview  and  summary  of  (140  pp.]  work  product  compiled  through  22 
months  of  hearings,  research,  deliberations.  Central  pnnciples:  Native  Self-RelLance,  Native  Self-Determin-ation, 
Integrity  of  Native  Cultures.  Historical  causes  of  Native  personal  and  cultural  breakdown.  Thirty-four  main  pohcy 
recommendations  (plus  76  additional  recommendations),  directed  to  United  States,  State  of  Alaska,  Native  commu- 
nity and  general  pubHc  Statistics  on  Native  social/cultural,  judicial/correcdonal,  economic,  educational, 
physical/behavioral  health  problems.  Demographic  and  geographic  data;  biographical  information  on 
Commissioners;  description  of  Commission's  work  procedures. 

Volume  II 

Providing  full  narrative  text,  data  and  recommendations  of  five  (204  pp.)  separate  studies  of  Native  problems  con- 
ducted by  the  Commission's  task  forces:  Alaska  Native  Physical  Health,-  Social/Cultural  Issues  and  the  Alcohol 
Crisis;  Economic  Issues  and  Rural  Economic  Development;  Alaska  Native  Education;  and  Self -Governance  &  Self- 
Determinauon. 

Volume  III 

Providmg  full  narrative  text,  data  and  recommendations  of  two  (9 1  pp.)  separate  studies  of  Native  public  poUcy 
issues  conducted  by  the  Commission:  Alaska  Native  Subsistence;  and  Alaska  Native  Tribal  Government. 
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Historical  Background 


T 


he  idea  of  an  Alaska  Natives  Commission  dates  from  early  1989,  when  the  Alaska  Federation  of  Natives,  in 
cooperation  with  the  University  of  Alaska's  Institute  for  Social  andEconomic  Research,  pubUshed  its  land- 
mark "Report  on  the  Status  of  Alaska  Natives:  A  Call  for  Action." 


Based  on  a  wide  range  of  socio-economic  data,  the  AFN  Report  had  concluded  that,  despite  recent  improvements  in 
physical  health,  educational  opportunities,  standards  of  Uvirig,  and  access  to  government  services,  most  Native  vil- 
lages are  caught  in  a  pervasive  social  and  economic  crisis  —  as  revealed  by  abnormally  high  statistics  of  personal 
andcommunity  breakdown.  The  cultural  changes  of  this  century  have  been  so  rapid  and  so  profound  that  many  of 
Alaska's  indigenous  people  have  been  overwhelmed,  isolated  and  lost  Because  opportunities  for  advancement  in  the 
mainstream  culture  are  severely  limited,  most  Natives  remain  poor  by  any  American  standard.  And,  on  top  of  all  the 
cultural  and  economic  problems,  a  significant  minority  of  Native  people  is  being  systematically  destroyed  by  alcohol 
and  other  drugs  —  and  by  the  violent  behavior  that  chemicalabuse  unleashes  within  famiUes. 

Hie  AFN  Report  quickly  caught  the  attention  of  the  Congress.  When  asked  for  follow-up  recommendations  by  the 
Alaska  Congressional  Delegation  and  by  Chairman  Inouye  of  the  Senate  Committee  on  Indian  Affairs,  AFN  pointed 
out  that  its  Report  had  merely  scratched  the  surface.  No  comprehensive  study  of  Alaska  Native  status  had  been  con- 
ducted by  the  United  States  for  almost  20  years.  What  was  needed  was  an  m-depth  pohcy  analysis,  with  specific  rec- 
ommendations to  the  Congress,  the  President,  the  Alaska  Legislature,  the  Governor  and  the  Native  conmiunity. 

In  July,  1989,  Senator  Murkowski  and  Congressman  Young  introduced  a  biU  creating  a  pubhc  commission  of  14 
members  —  half  to  bedesignated  by  the  President  and  half  by  the  Governor  —  jointly  funded  by  the  state  and  federal 
governments.  It  passed  both  houses  of  Congress  and  was  signed  into  law  by  President  Bush  on  August  18, 1990. 
White  House  and  gubernatorial  nominations  took  another  18  months,  and  the  Alaska  Natives  Commission  sat 
down  for  its  inaugural  meeting  in  Washington,  D.C.  in  February  of  1992. 

After  two  years  of  research,  public  hearings  and  task  force  deUberations,  the  Commission  pubUshed  its  three-vol- 
ume, 440-page  Report  in  May,  1994.  As  required  by  the  authorizing  legislation,  the  Report  has  been  formally  con- 
veyed to  the  Congress,  the  President  of  the  United  States,  the  Alaska  Legislature  and  the  Governor.  This  Executive 
Summary  was  produced  by  the  Alaska  Federation  of  Nauves  and  is  pubhcly  available  through  its  office:  1577"C" 
Street,  Sujte  100,  Anchorage,  Alaska  99501  -  (907)  274-3611. 
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CENTiiAL  Themes 

Q  "Whatever  words  are  chosen  to  depict  the  situation  of  Alaska's  Native  people,  there  can  be  little  doubt  that  an 
entire  population  is  at  risk...of  being  permanently  imprisoned  in  America's  underclass,  mired  in  physical  and 
spiritual  poverty;  of  leading  hves,  generation  to  generation,  characterized  by  violence,  alcohol  abuse  and  cycles 
of  personal  and  social  destruction;  of  losing,  uretrievably,  the  cultural  suengths  essential  for  the  building  of  a 
new  and  workable  social  and  economic  order;  of  permanently  losing  the  capacity  to  self -govern,  to  make  consid- 
ered and  appropriate  decisions  about  how  life  in  Native  communities  should  be  lived." 

Q  "This  bck  of  well-being,  or  'dysfunctioa,'...was  precipiuted  by  a  century-long  policy  of  cultural,  social  and  eco- 
nomic assimilation.  Rampant  unemployment  and  the  virtual  nonexistence  of  other  economic 
opportunities,...together  with  the  spiritually  and  psychologically  debilitating  intervention  of  goverrunental  ser- 
%'ices..  Jias  created  a  culture  of  dependency.  If  one  theme  can  be  identified  as  having  emerged  during  the  course 
of  the  Commission's  work,  it  is  Alaska  Natives'  seeming  inability  to  take  responsibility  for  local  economies, 
governments,  schools  and  other  social  institutions." 

Q  "...the  impact  of  government  on  the  villages  during  the  past  quarter-century,  while  often  materially  beneficial..., 
has  been  destructive  in  process.  The  federal  government  appears  to  have  believed  that  ■development'...is  some- 
thing that  can  be  done  to  one  group  of  people  by  another  ...The  result  of  this  systematic  assumption  of  responsi- 
bility and  control  by  outsiders  is  that  village  people  lost  hold  of  their  communities  and  their  children's  Lives. 
TTiat  is  a  fundamental  fact  underlying  the  coniemporar>'  Native.. .crisis." 

Q  "...There  is  no  end  of  the  downward  social  and  economic  spiral  in  sight.  Natives  are  still  the  poorest  of  Alaska's 
citizens. ..There  has  been  Htde,  if  any,  return  on  the  billions  of  dollars  that  governments  have  spent  over  the 
past  30  years  on  what  has  become,  quite  Uterally,  a  growth  industry  revolving  around  problems  in  the  Native 
community." 

Q  "The  true  nature  of  the  sickness. ..througjhout  the  Native  villages  is  the  state  of  dq^endency  which  has  led  to  the 
loss  of  direction  and  self-esteem.  Everything  else  is  of  a  secondary  nature  -  merely  symptoms  of  the  underlying 
disease.  Programs  which  are  aimed  at  relieving  the  symptoms  but  refuse  to  relate  to  the  sickness  are  doomed  to 
fail  and  may  even  make  things  worse." 

Q  "...unhealthy  dependence.. .on  outside  decision  makers  and  service  providers. ..serve(s)  to  displace  the  vdlage 
councils,  natural  leaders  and  extended  families.  Rather  than  having  to  face,  acknowledge  and  deal  with  prob- 
lems, the  community  can  turn  those  problems  over  to  someone  else." 

Q  "It  is  time  to  accept  that  the  past  policy  of  assimilation  has  not  worked.  The  federal  government  and  the  State 
of  Alaska  have  repeatedly  chosen  to  ignore  this  fact.  But  it  is  one  dearly  imderstood  by  Alaska  Natives.  Natives 
musL..approach  the  future  with  the  certain  knowledge  that  their  world  views,  their  traditional  methods  of  solv- 
ing problems,  their  ways  of  thinking  and  doing.. .will  be  given  respect  and  precedence." 

Q  "The  issues  confronting  Alaska  Natives  are  compounded  by  their  interrelationship: 

— Reversal  of  the  cultural  and  social  decay  in  which  Natives  are  enmeshed  seems  impossible  without 
improvement  in  their  economic  condition.  Individuals  who  believe  themselves  doomed  to  an  unending 
future  of  economic  dependency  are  in  such  psychological  despair  that  Utde  energy  is  left  for  understanding 
and  valuing  their  heritage. 

— Improvement  in  their  economic  condition  seems  unlikely  without.. .an  educational  system  that 
works.. .Children  and  young  adults  who  are  deprived  of  self-respect  by  a  culturally  alien  school  system  and 
then  sent  into  society  without  marketable  skills  cannot  improve  their  economic  status. 
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— An  education  system  that  v.-orks  for  Aiasl-jj  Natives  seems  out  of  reach  so  long  as  public  healtli  problems, 
family  dysfunction,  and  alcoliol  and  scxtoal  abuse  are  prevaJenL  Children  suffering  from  clironic  diseases 
brought  on  by  exposure  to  raw  sewage  or  Fetal  Alcohol  S>Tidrome,  children  from  families  in  v/hich  one  or 
both  parents  are  absent  or  abusive,  and  children  who  must  live  in  communities  in  which  the  society.. .has 
failed,  are  ill  equipped  to  succeed  in  school,  even  if  school  is  reformed  to  accommodate  ways  of  learning 
particular  to. ..Native  cultures." 

Q  "The  answer.. .is  not  surrender  to  this  multitude  of  problems,  but  greater  efforts  to  address  all  concurrently. 
Progress  in  reversing  cultural  and  social  erosion  will  be  rewarded  by  gains  in  other  areas.  The  forward  move- 
ment of  an  empowered  Native  rommimify   V.HII  go  far  in  promoting  substantive  advances..." 

Q  "...there  needs  to  be  a  comprehensive  approach  by  the  federal  and  state  governments  and  Alaska  Native  people 
themselves.. .(A]ny  piecemeal  attempts  at  reform  will  faiL..The  success  or  failure  of  one  initiative  hinges  on  the 
success  or  failure  of  others.  Such  a  multi-faceted  approach... would  be  a  positive—departure  from  present  govern- 
mental pohcy  making  which  is  issue  specific  and  poUtical  in  approach." 


Overarching  principles 

Self-Reliance 

"...using  the  rights  they  have. ..from  the  special  relationship  of  Native  Americans  with  the  federal  government 
and.. .as  citizens  of  the  United  States  and  Alaska,. ..the  acceptance  of  responsibiUty  for  individual  and  community 
actions.. .is  the  key  to  Alaska  Natives'  future  well-being..." 

Self-Determination 

"-.policies  and  programs  must,  to  the  largest  extent  possible,  be  conceived,  developed  and  carried  out  by  Alaska 
Natives." 

Integrity  of  Native  Cultures 

"PoUcies  and  programs. ..must  recognize,  take  advantage  of,  and  maintain  and  enhance  the  traditional  values  of 
Alaska  Native  cultures." 


Recommendations 

Thirty-four  proposals,  organized  in  seven  issue  categories,  are  the  principal  policy  recommendations  of  the  Report 
(pages  25  to  78  of  Volume  1): 

Social  Needs  and  Services 

1 .  Federal  and  sute  laws,  regulations  and  procedures  should  give  mayimum  local  powers  and  jurisdiction  to  tribes 
and  tribal  courts  in  alcohol  importation/concrol,  community /domestic  relations,  and  law  enforcement. 

2.  Federal  and  state  governments  should  stop  developing  new  non-Native  agency  programs  and  research  on 
Native  social  pathologies  imtil  Natives  themselves  can  design  effective  approaches  in  their  own  commumues. 

3.  Every  Native  village  should  design  and  implement  a  process  of  healing  and  recovery  for  its  own  people,  and 
all  external  agency  services  should  conform  to  and  support  that  plan. 

4.  Federal  and  state  appropriations  for  Native  social  service  programs  should  be  transferred  out  of  pubUc  agen- 
cies and  funded  directly  to  tho?e  tillages  and  village  consortia  locally  addressing  social  pathologies. 
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Employment,  Work  and  Income 

1 .  Government  service  programs  should  be  contracted  to  tribes  and  other  Native  organizations  to  enhance  local 
employment  opportunities,  decision-making,  management  skills  and  culturally  effective  delivery. 

2.  Every  federal  agency  operating  a  638-eligible  program  should  enforce  a  Native  liire  requirement  like  tliat  of 
BIA  and  IHS,  and  hiring  for  all  federal  jobs  in  rural  Alaska  should  give  Native  preference  so  that  the  work  force 
at  least  reflects  the  Native  composiuon  of  the  local  population. 

3.  Obstacles  to  Native  employment  in  village  capital  construction  projects  shotdd  be  removed. 

4.  Obstacles  to  Native  employment  in  rural  Alaskan  extractive  resource  industries  should  be  identified  and 
removed. 

5.  Federal  and  state  regulations  should  permit  tribal  design  and  management  of  income  support  programs  (e.g., 
AFDC,  Food  Stamps,  State  General  Assistance,  BIA  General  Assistance). 

6.  Tribal  governments  should  be  permitted  to  design  and  operate  local  "workfare"  programs  that:  a)  require 
able-bodied  recipients  to  give  productive  corrmiunity  labor  in  return  for  transfer  payments,  and  b)  provide  train- 
ing, child  care  and  support  services. 

Law  Enforcement  and  Justice 

1.  Tribes  should  estabhsh  culturally  appropriate  institutions  and  procedures  for  local  dispute  resoluuon  (includ- 
ing tribal  courts);  and  federal  and  state  governments  should  support  same  with  training  and  technical  assistance. 

2.  The  state  government  should  negotiate  formal  agreements  with  all  tribal  councils,  delineating  those  offenses 
within  the  domain  of  tribal  courts  and  those  under  state  law  and  specifying  that  VPSO's  will  enforce  tribal  ordi- 
nances as  well  as  state  statutes. 

3.  In  addition  to  advocating  tribal  status,  jurisdiction  and  powers,  Native  organizauons  should  identify  ways  m 
which  existing  governmental  entiues  can  address  village  problems  and  goals  effectively. 

4.  State  parole  and  probation  programs  should  be  reformed  by  implementing  them  m  the  offender's  home  village, 
fully  involving  local  people  and  traditional  values  in  monitoring,  support,  rehabihtation  and  healing. 

5.  The  state  should  establish  altematiye  corrections  programs,  supported  by  effective  alcohol  treatment  services 
and  operated  by  local  Nauve  organizations,  for  all  but  the  most  violent  Nadve  offenders. 


Education 

1.  Local  control  of  schools  in  Nauve  areas  should  be  strengthened  by:  a)  changiiig  village  advisory  boards  to  poU- 
cy-making  bodies,  and  b)  delegating,  within  five  years,  operaung  authority  from  REAA's  to  tribal  governments 
in  partnership  with  the  state  Department  of  Education. 

2.  The  state  government  and  local  school  districts  should  significantly  increase  the  number  of  their  Native 
teachers  and  adminisuators  through  affirmadve  hinng,  alternative  certificauon  and  other  means. 

3.  Federal  and  state  governments  should  create  an  Alaska  Native  Heriuge  Trust,  granting  funds  to  tribes  for  pro- 
grams of  parental/community  involvement  and  educational  enhancement  o(  Native  languages/cultures. 
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Physical  and  Behavioral  Health 

1 .  Federal  and  state  goveniments  should  hilly  fund  rural  water/sewer  projects,  as  recommended  by  the  Alaska 
Sanitation  Task  Force,  invoking  local  residents  Ln  all  funding,  construction,  maintenance  and  repair. 

2.  The  entire  Native  health  care  system,  now  concentrated  on  secondary  and  tertiary  care,  should  be  reformed  to 
emphasize  health  education  and  primary  prevention  —  stressing  community  involvement,  changing  attitudes, 
and  encouraging  healthy  lifestyles. 

3.  Congress  and  IHS  should  establish  and  finance  an  improved,  timely  system  of  diagnosis/screening  for  serious 
disease  and  other  disorders,  providing  adequate  travel  funds  for  village  residents  to  obtain  same. 

4.  Unorganizedi,  ineffective  data-gathering  by  federal/state/municipal  governments  should  be  reformed  into  a 
single,  comprehensive,  statewide  system  for  assessing  Native  health  needs  and  evaluating  services. 

5.  Substance  abuse  programs  for  Natives  should  be  reformed  to  emphasize  community-based,  family -oriented, 
culturally  relevant  strategies  developed  by  villages;  and  pubhc  fimds  for  such  programs  should  be  directly  grant- 
ed to  councils  and  other  Native  organizations. 


Subsistence  \ 

1.  Congress  should  repeal  its  1971  extinguishment  of  aboriginal  hunting  and  fishing  rights  in  Section  4  (b) 
of  ANCSA. 

2.  Congress  should  maintain  ANILCA's  rural  preference  as  the  minimum  acceptable  level  of  subsistence  protec- 
tion in  federal  law,  resisting  all  state  and  private  pressures  to  remove  or  weaken  it 

3.  Congress  should  conduct  oversight  of  Title  VHI  implementation  by  the  state  and  by  federal  agencies  and 
should  draft  alternative  language  that  provides  more  adequate  protection  of  subsistence  by  all  Alaska  Natives. 

4.  During  dual  management,  federal  jurisdiction  should  be  maximized  -  to  include,  at  least,  all  pubhc  lands 
(including  all  marine/navigable  waters),  all  conveyed  ANCSA  lands,  all  selected/unconveyed  state  and  ANCSA 
lands,  and  extraterritorial  regulatory  reach  off  public  lands. 

5.  Administering  federal  agencies  should  fully  implement  regional  advisory  councils  and  options  for  co-manage- 
ment contracting  with  Native  communities  and  organizations,-  and  the  state  should  regionalize  its  Fisheries  and 
Game  Boards  for  greater  local  control  of  subsistence. 

6.  TTie  Alaska  Legislature  should  adopt  a  constitutional  amendment  allowing  state  subsistence  law  to  comply 
with  federal  law,  using  language  that  will  conform  to  an  improved  federal  preference,-  and  it  should  adopt  laws 
mandating  co-management  agreements,  effective  regional  advisory  councils,  and  thorough  reform  of  its  regula- 
tory system. 


Tribal  Governance 

1 .  Congress  shoidd  adopt  policies  supporting  and  strengtherung  Alaska's  tnbal  governments,  starting  with  repeal 
of  all  legislative  disclaimers  disavowing  its  promotion  of  the  federal  relationship  with  these  tribes. 

2  The  Secretary  of  the  Interior  should  withdraw  SoUcitor's  Opimon  M-  36,975  and  clarify  the  federal  position 
on  the  Indian  Country  jurisdications  of  Alaskan  tnbes  through  participation  m  pendmg  coun  cases. 
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3.  Native  communities  should  have  tlie  legal  power  to  transfer  freely  the  ownership  of  tlieir  ANCSA  lands 
between  corporations,  tribes,  individuals  and  other  Native  organizations  -  and  to  govern  such  lands  for  tribal 
and  subsistence  purposes,  regardless  of  institutional  ownership. 

4.  Sute  and  federal  governments  should  strengthen  tribal  financial  bases  by  such  measures  as  federal  tax  credits 
for  tribal  taxes  paid  and  sute  funding  for  tribal  communiries  equal  to  those  with  municipaLiucs. 

5.  By  Executive  Order  or  legislative  enactment,  the  sute  government  should  recognize  die  existence  of  Alaska 
Native  tribes. 


76  additional  recomniendations  (pages  85  to  100  of  Volume  J): 
Economics 

•  Federal  Native  hire  preference  •  Veterans'  hire  preference  for  Alaska  National  Guard  Service  •  "Local  pre- 
vailing wage"  standard  for  Davis-Bacon  in  village  projects  •  Village  design,  construction  and  hire  on  HUD 
housing  projects  •  Conuacting  and  Native  hire  for  surveying  rural  land  conveyances  •  Native  job  training 
programs  for  "Information  Age"  opponunities  •  Americorps/Nauonal  Service  Oarps  employment  and  educa- 
tion •  ute  Office  of  Alaska  Native  Recruitment  (Governor)  •  Creadon  of  Alaska  Native  Economic 
Development  Trust,  and  projects  •  Evaluation  and  restructuring  of  ANA  economic  development  projects  • 
Increased  support  of  Nadve  businesses  by  Alaska's  ARDOR's  •  Increased  pubhc  support  (capital)  for  Native 
tourism  projects  •  Expansion  of  CDQ  program  model  to  one  other  extractive  industry  •  Creation  of  sute 
Bulk  Fuel  Task  Force,  and  facilities  remediation  •  HUD  creation  and  funding  of  Alaska  Native  Housing 
Authority  •  Sute  task  force  on  soluuons  to  Native  Limited  Entry  problems  •  NPFMC  codification  and 
expansion  of  CDQ  pollock  program  •  Sute  and  federal  development  of  Nadve  reindeer  industry  •  Training 
programs  in  reindeerherding/husbandry/products/marketing  •  Sute/federal  support  of  shellfish  mariculttiie 
in  Native  villages  •  Sute/federal  support  of  fin-fish  farming,  and  Native  demo  project 

Judicial  and  Law  Enforcement 

•  VPSO  uairung,  pay,  powers,  uniforms,  weapons,  advancement  •  VPSO  enforcement  of  village  ordinances  and 
sute  laws  •  Sute  power  behind  village  council  ordinances/enforcement/adjudicadon  •  Sute  agreements  with 
village  adjudicators  on  respective  domains  •  Sute  task  force  identifying  parameters  of  village  court  powers  • 
Cultural  evaluadon/reform  of  sute  judicial  system  regarding  Natives  •  Appropriate  village  dispute  resolution, 
and  governmental  support  •  Revised  sute  goals  for  punishment,  rehabUiution  and  protection  •  Culturally  effec- 
tive, village-based  punishment  alternatives  •  Culturally  effective  transitional  living/rehabiliution/ireatmcnt  for 
Natives  •  Early,  effective  substance  abuse  counseling  for  Native  inmates  •  Sute  hire  of  capable  Native  correc- 
tions counselors  •  Detailed  reform  of  sute  poUcies  on  Native  parole/probation  •  Village  monitoring  and  support 
roles  in  Native  parole/probation  •  Aggressive  sute  hire  of  Natives  in  law  eniorcement/courts/corrections. 

Local  Self-Determination 

•  Sute/federal  recognition  of  all  village  governments  (TC,  IRA,  city)  •  Evaluation  and  expansion  of  local  govern- 
ment assistance  programs  •  IdentiEcation  of  effective  roles/powers  for  existing  local  governments  •  Evaluation 
of  BIA  programs  and  fimding,  and  103(a)  reinsutement  •  BIA  103(a)  training,  and  ANA  tribal  government  train- 
ing •  Regional  non-profit  training  and  funding  of  village  tribal  governments  •  Cost-effective  Uansfer  of  service 
programs  from  non-profit  regions  to  villages  •  Evaluation  of  non-profit  regional  programs,  limiting  costs,  shift- 
ing programs  •  S-year  S50  million  congressional  funding  to  tribes  for  social  problems  •  Reform  of  Fish  and 
Game  Boards,  and  strengthened  regional  councils  •  Regional  council  review  and  veto  power  over  subsistence 
regulations  •  Sute  task  force  on  solutions  to  Native  Limited  Entry  problems. 
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Education 

•  K-I2  village  schools,  regional/distance  enrichment,  voc  ed  programs  ♦  Local  control  of  schools  through  poUcy 
making  boards  and  Native  hire  •  Development  of  modeJ  Native  curricula  (K-12,  post-2nd,  traditional)  •  Career 
development/training/certification/hire  of  Native  educators  •  Parent/community  involvement  in  education, 
and  Native  Heritage  Trust  •  State  steps  to  increase  percent  of  Native  teachers/school  employees  'Tenure 
reforms  and  Native  hire  to  stabilize  village  teaching  work  force  •  Federal/sute  reforms  of  school  funding  and 
management  in  villages  •  Creation/funding  of  Alaska  Native  Hentage  Trust,  and  tribal  grants. 

Physical  and  Behavioral  Health 

•  Alaska  Sanitation  Task  Force;  construction/maintenance/operation  •  Data  coordination  (ANHA,  CDC,  VA, 
state,  health  corporations,  etc.)  •  Data  reform  (health  needs,  risks,  wellness,  delivery  evaluation,  etc)  •  Health 
Aide  program  funding,  pay,  work  force  stability,  training  •  Adequate  patient  travel  funds,  meeting  IHCLA  autho- 
rization level  •  ANHS  immunization  of  all  Native  children  by  decade's  end  •  Continued  BLA  support  and  fund- 
ing for  ICWA  tribal  grants  •  Unified,  comprehensive  data  system  on  Native  child  abuse/neglect  •  System  re-ori- 
entation to  primary  prevention,  faniilies,communities  •  Native -planned  program  of  infectious  disease  preven- 
tion education  •  Native  health  education  curriculimi  (schools)  for  AIDS/HIV  prevention  •  General  health  educa- 
tion/promotion for  all  Native  age  groups  •  Increased  screenin^diagnosis  and  preventive  education  for  cancer  • 
More  timely/effective  diagnosis  and  disease  intervention  by  IHS  •  Community  suicide  prevention  programs 
(e.g.,  state  DH&5S  model)  •  Evaluation/reform  of  substance  abuse  prevention/treatmentprograms  •  Creation  of 
Alaska  Native  Family  Development  Center  (e.g.,  Kakawis)  •  Early  risk-detection  programs  for  child 
abuse/neglect,  FAS,  FAE  •  Research/data  on  Native  substance  abuse  and  program  effectiveness. 


Findings  and  Data 

Social/Cultural  Status 

•  Native  annual  birthrate  is  36.5  per  1,000,  creating  large  demand  for  village  child  development,  education, 
health  programs  •  Effective  Native  pubUc  education  is  bi-cultural  (skills  and  values)  •  Native  annual  death  rate 
is  more  than  three  times  national  average,  much  of  it  alcohol-related  ♦  Native  infant  monahty  and  Fetal 
Alcohol  Syndrome  rates  are  more  than  twice  national  averages  •  1988,  birth  rate  to  Native  girls  15-19  was  2-1/2 
times  national  average  •  1988,  one  of  every  1 1  Native  children  received  child  protection  services  •  1992,  30%  of 
DH&SS  child  abuse/neglect/mjury  reports  involved  Native  children  (94  per  1,000  Native  children,  55  per  1,000 
non-Native  Alaskan  children,  39  per  1,000  children  nationwide)  •  1992,  almost  one  of  every  ei^t  Native  males 
14-17  spent  time  in  juvenile  detention  'April,  1993,  over  27%  of  Native  inmate  population  had  sexually  abused 
a  child  or  other  adult  •  Nearly  1/2  all  Natives  currendy  incarcerated  for  sexual  crimes  victimized  children. 

Economics 

•  Village  costs  of  living  are  exorbitant;  with  village  economies  precariously  dependent  on  pubUc  expenditures  • 
1990,  over  20%  of  enumerated  Native  work  force  is  unemployed,  compared  to  8.8%  of  total  Alaskan  work  force 
(actual  Native  unemployment  rates  is  much  higher,  due  to  uncounted  work  force  dropouts)  •  In  1/3  of  villages, 
male  unemployment  is  32%  (four  times  statewide  average);  in  1/8  of  villages,  male  unemployment  is  more  than 
50%  •  About  42%  of  16,000  Native  males  in  Alaska's  employed  civihan  work  force  are  in  crafts,  trades,  service 
sectors  •  Almost  1/3  of  all  employed  Native  women  are  secretaries  or  clerks;  1/4  are  in  service  sector  (mainly 
food  preparation,  custodial)  •  Native  women  are  about  60%  more  likely  to  work  in  managerial  and  professional 
fields  than  Native  men  •  1992,  4.8%  of  State  of  Alaska  executive  branch  work  force  was  Native  (e.g..  Law,  3.8%; 
DNR,  2.1  %;  ADF&G,  1.6%)  •  21,5%  of  Native  famUies  are  below  official  poverty  income  line,  compared  to 
6.8%  of  all  Alaskan  famihes  •  Native  families  and  individuals  are  increasingly  welfare  dependent. 


IT 


Justice  and  Corrections 

•  Non-Native  belief  that  only  "Western"  justice  is  workable  impedes  culturally  appropriate  village  alterna- 
tives for  dispute  resolution  •  April,  1993,  Natives  are  16%  of  Alaska's  population,  13.5  %  of  it5  prison-age -eli- 
gible population,  and  32%  of  its  inmates  •  NatH'cs  are  59%  of  Alaska's  violent-crime  mmates  and  38%  of  its 
sex -offense  inmates  •  Most  Native  crime  is  alcohol-related;  percentage  of  Native  crime  that  is  violent  or  sexu- 
al is  far  fiigher  than  state/national  averages  •  53%  of  all  Native  inmates  are  incarcerated  for  "most  violent" 
crimes  (assault,  14%;  sexual  assault,  14%;  sexiial  abuse  of  minor,  13%;  murder/manslaughter,  12%)  •  1992, 
about  27%  of  all  Native  males  14-17  years  old  were  referred  to  state  juvenile  intake  system  •  Native  murder 
rate  is  foiu-  times  national  average  •  Natives  represent  43%  of  Alaska's  misdemeanor  inmates,  39%  of  its  sex 
offenders,  and  41  %  of  its  parolees/probationers  •  1990,  Natives  made  up  1/2  of  Alaska's  second-degree  murder 
convictions,  and  only  8%  of  its  drug  offenders  •  "Charge  bargaining"  practices,  coupled  with  Native  cultural 
avoidance  of  confrontation  (trials),  may  contribute  to  high  conviction  rates. 

Education 

•  1981-89,  Native  FAS  rate  was  5.1  per  1,000  Uve  births  (almost  2-1/2  times  North  American  average)  •  60%  of 
Native  students  entering  urban  Alaska  hi^  schools  do  not  graduate,  compared  to  12-15%  Native  attrition  rate 
in  rural  high  schools;  but  rural  graduates  have  much  lower  average  achievement  levels  •  1989,  Native  ACT 
scores  were  about  40%  lower  than  non-Native  scores  •  Rural  schools  enroU  14,000  Native  students  (7%  Native 
instructors);  urban  schools  enroll  9,500  Native  students  (less  than  2%  Native  instructors)  •  One  advantage  of 
rural  schools  is  low  student-teacher  ratios  (better  chances  for  instructional  impacts)  •  53%  of  all  Alaska  stu- 
dents (but  1 1  %  of  Native  students)  took  Algebra  II;  48%  of  all  Alaska  students  (but  8%  of  Native  students)  took 
chemistry  •  3/4  of  all  Alaska  students  (but  2/3  of  Native  students)  complete  high  school  •  In  some  districts, 
30%  of  Native  elementary  students  and  40%  of  Native  secondary  students  are  below  grade  level  •  Replacing 
boarding  schools  with  village  schools  increased  graduation  rates,  but  with  lower  achievement  scores  than 
statewide  •  1980,  percentage  of  adult  non-Native  Alaskans  with  college  degrees  was  five  times  that  of  adult 
Natives  with  degrees. 

Physical/Behavioral  Health 

•  Lack  of  adequate  village  sanitation/water  systems  is  primary  cause  of  many  Native  health  problems  (e.g., 
Alaska's  highest  incidence  of  Hepatitis  B  is  in  southwestern  villages)  •  Despite  $1.3  bilhon  public  investment, 
many  villages  have  only  rudimentary  water/sewage  utilides  •  Mean  disease  accounted  for  16%  of  all  Natii.'e 
deaths  in  1994  (5%  in  1950)  •  Natives  are  more  vulnerable  to  serious  injury  and  infectious  disease  than  non- 
Native  Alaskans  •  Formerly  low  Native  cancer  rates  are  steadily  increasing  •  1985-89,  Native  diabetes  rose  from 
15.7  to  18.2  per  1,000  •  Formerly  epidemic  TB  is  no  longer  prevalent,  but  far  from  eradicated  •  Individual  sub- 
stance abuse  and  other  health  problems  are  closely  related  to  dysfunctionahry  of  whole  communities  (must  be 
addressed  together)  •  39%  of  Natives  smoke  tobacco  (compared  to  26%  of  all  Alaskan  adults);  some  Native  vil- 
lages have  60%  smoking  rates  •  1980-89,  an  average  of  one  Native  suicide  occurred  every  10  days,  reaching 
1989  annual  rate  of  69  per  100,000;  preliminary  19S'0-93  data  indicate  continuing  inaease  •  Almost  1/2  of 
Native  suicides  are  by  15-24  year  olds,  compared  to  1/4  of  non-Native  suicides  •  1964-1989,  Native  suicide  rate 
increased  500%  •  1980-89,  86%  of  all  Native  suicides  were  males  •  Late  1980's,  suicide  rate  of  Native  males  20- 
24  years  old  was  more  than  30  times  national  suicide  rate  for  all  age  groups  •  61  %  of  Natives  hve  in  rural 
Alaska,  but  more  than  2/3  of  1980-89  Native  suicides  occurred  there  •  1980-89,  305  Natives  (173  males,  132 
females)  were  killed  by  direct  effects  of  alcohol  or  other  drugs  (average  of  one  every  12  days);  this  Native  sub- 
stance abuse  mortahty  rate  (4.1  per  10,000)  is  3-1/2  times  non-Native  rate  (1.2  per  1,000)  •  1980-89,  cumulative 
Native  "Years  of  Potential  Life  Lost"  (i.e.,  number  of  years  individual  dies  before  65th  birthday)  attnbuuble  to 
alcohol  were  6,607  years  (almost  five  times  non-Native  rate)  •  Nauve  rate  of  fatal  mjunes  caused  by  alcohol  is 
nearly  three  times  non-Native  rate  •  Native  per  capita  deaths  by  fue  are  twice  non-Native  rate;  about  1/2  attrib- 
utable to  alcohol  •  79%  of  all  Native  suicides  had  detectable  blood  alcohol  levek  •  Alcohol  abuse  and  crumnal 
acts  correlate  significantly,  particularly  in  rural  Alaska  and  among  Nauves  throughout  the  sute.  Q 
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Chairman  Bond.  Thank  you,  very  much,  Ms.  Kitka.  And  now  Mr. 
Angasan. 

STATEMENT  OF  TREFON  ANGASAN,  MEMBER  OF  THE  BOARD, 
ALASKA  FEDERATION  OF  NATIVES,  INC.,  ANCHORAGE, 
ALASKA,  AND  VICE-PRESIDENT  OF  CORPORATE  AFFAIRS, 
BRISTOL  BAY  NATIVE  CORPORATION,  ANCHORAGE,  ALASKA 

Mr.  Angasan.  Thank  you,  Senator  Stevens  and  Senator  Bond. 
For  the  record,  my  name  is  Trefon  Angasan.  I  am  honored  to  be 
here  today  to  testify  in  my  capacity  as  a  board  member  of  the  Alas- 
ka Federation  of  Natives  on  the  SBA's  8(a)  program  as  it  affects 
ANCSA  corporations.  I  am  also  vice-president  of  corporate  affairs 
for  the  Bristol  Bay  Native  Corporation,  one  of  the  regional  corpora- 
tions that  has  an  8(a)  application. 

Senator  Stevens.  Pull  the  microphone  up,  Trefon. 

Mr.  Angasan.  Thank  you.  An  Alaska  Native  corporation  at  ei- 
ther the  regional  or  village  level,  is  not  a  typical  applicant  for  the 
SBA's  8(a)  program.  Many  ANCSA  corporations  have  had  long  op- 
erating histories  as  corporations,  but  the  level  of  operations  of  indi- 
vidual applicants  varies  widely  from  a  strong,  long-term  business 
history  and  experience  to  corporations  that  have  only  recently 
begun  to  try  to  expand  beyond  local  business  efforts. 

Alaska  Native  corporations  are  structured  with  each  shareholder 
of  record  as  of  1971  having  100  shares.  Inheritances  have  redistrib- 
uted the  shares  to  the  point  where  not  all  shareholders  qualify  as 
Alaska  Natives,  but  an  overwhelming  majority  of  shareholders  are 
Alaska  Natives.  The  intent  of  ANCSA  was  to  help  bring  Alaska  Na- 
tives into  the  mainstream  of  the  Alaskan/American  economy.  The 
SBA  8(a)  program  is  an  important  tool  for  achieving  that  goal.  Sev- 
eral ANCSA  corporations  have  participated  successfully  in  the  pro- 
gram to  help  them  achieve  the  potential  of  ANCSA. 

Congress  has  addressed  the  uniqueness  of  ANCSA  corporations 
by  defining  special  eligibility  criteria  for  ANCSA  corporations  in 
the  8(a)  program.  These  criterion  include  a  specific  definition  of 
what  types  of  Native  corporations  and  subsidiaries  are  qualified  for 
the  program  and  a  set  of  criteria  for  evaluating  Native  corporation- 
owned  applicants  for  their  potential  for  success.  The  regulations 
also  recognize  that  Native  owners  and  shareholders  and  their  ap- 
pointed directors  are  not  always  involved  in  the  day-to-day  oper- 
ations and  management  of  the  corporations. 

For  the  most  part,  the  8(a)  program  seems  to  be  working  as  in- 
tended for  ANCSA  corporations.  The  8(a)  program  creates  a  part- 
nership with  the  Federal  Government  for  growth  and  opportunity. 
Major  sections  of  Alaska  and  the  national  economy  are  not  easily 
penetrated  by  ANCSA  corporations  and  the  8(a)  program  allows 
small  businesses  to  get  into  these  markets.  In  large  part,  the  pro- 
gram is  successful  in  achieving  this  goal. 

Native  corporation-owned  companies  have  been  successful  in  pro- 
viding a  wide  range  of  services  to  Federal  clients,  including  con- 
struction, environmental  services,  and  facilities  operations  and 
maintenance. 

The  8(a)  program  provides  an  opportunity  to  compete  as  a  prime 
contractor  for  jobs  that  we  otherwise  would  not — could  not  compete 
for  as  a  result  of  our  limited  history  of  operations. 


ANCSA  corporations  have  only  been  around  since  1971,  and 
many  of  our  subsidiaries  for  considerably  less  than  that.  In  many 
areas  of  Government  services  and  contracting  our  opportunity  to  be 
a  prime  contractor  is  limited  because  the  competition  has  been 
around  much  longer  than  ANCSA  organizations.  The  program  also 
provides  an  opportunity  for  contracting  outside  of  Alaska  region. 

ANCSA  corporations  continue  to  have  difficulty  achieving  certifi- 
cation to  participate  in  the  8(a)  program.  One  reason  appears  to  be 
a  lack  of  understanding  of  Alaska  and  Alaska  Native  corporations 
by  the  SBA  in  the  application  process.  Examples  include:  Mis- 
understanding of  the  net  operating  loss  issue  and  history.  A  cor- 
poration that  listed  NOL  carry-forwards  on  their  tax  returns  was 
told  that  they  were  not  profitable;  one  applicant  sent  a  lease  agree- 
ment for  space  that  the  subsidiary  rents  from  the  parent  corpora- 
tion— an  office  building  in  Anchorage — and  the  SBA  asked  if  it  was 
on  tribal  land. 

Communication  lines  are  long  and  transport  is  expensive  for  the 
application  process.  The  process  does  not  provide  an  open  discus- 
sion of  an  application.  This  results  in  miscommunication  on  impor- 
tant aspects  of  the  application.  Provisions  of  the  regulations  to  ben- 
efit ANCSA  corporations  are  not  being  implemented  as  intended  by 
Congress.  SBA  maintains  that  extraordinary  conditions  are  re- 
quired by  regulation  for  approval  of  a  waiver  of  the  two-year-in- 
business  rule.  This  is  not  contained  in  current  regulations  for 
ANCSA  corporations.  SBA  appears  to  interpret  regulations  to  re- 
quire unrealistically  high  financial  standards  for  8(a)  program  eli- 
gibility by  ANCSA  corporations  that  is  contrary  to  the  intent  of  au- 
thorizing legislation  and  program  goals.  These  unrealistic  stand- 
ards also  appear  not  to  have  been  applied  uniformly  to  all  appli- 
cants. 

The  volume  of  information  in  the  application  for  ANCSA  corpora- 
tions is  large  and  complex.  Combined  with  the  limited  SBA  re- 
sources available  to  review  applications,  this  results  in  reviews 
that  are  missing  important  information.  These  conditions  more 
often  than  not  lead  to  initial  denial  or  delay  of  ANCSA  corpora- 
tion's application  and  strict  regulatory  response  time  windows.  Ap- 
plication must  then  rely  on  the  appeal  process  to  reinvestigate  and 
submit  new  information  about  things  that  have  been  addressed  in 
the  original  submittal  process. 

I  have  written  testimony  here  but  I'd  like  to  offer  a  solution  to 
the  problem,  if  I  may,  Senator. 

Chairman  BOND.  We  hear  questions  all  the  time  and  solutions 
are  very  welcome. 

Mr.  Angasan.  I  see  that  I  am  out  of  time  here. 

Chairman  BOND.  This  is  very  important  if  you  have  some  solu- 
tions. 

Mr.  Angasan.  Thank  you,  we  have  just  one  solution  actually, 
Senator.  The  best  solution  is  to  have  Alaska  based  authority  to  re- 
view and  provide  application  for  the  8(a)  program.  Local  adminis- 
tration of  the  program  works  very  smoothly  and  this  local  authority 
should  be  expanded.  This  would  eliminate  or  greatly  reduce  the 
problems  outlined  in  our  presentation.  It  would  also  enhance  the 
ability  of  the  8(a)  program  to  fulfill  its  mission  and  to  continue  to 
serve  as  a  very  important  tool  to  help  Alaska  Natives  participate 
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meaningfully  in  the  private  sector  economy  as  originally  envisioned 
by  ANCSA.  Thank  you. 

[The  prepared  statement  of  Mr.  Angasan  follows:] 
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Trefon  Angasan,  AFN 

Testimony  before  the  Senate  Small  Business  Committee 

Panel  on  8(a)  Certification 

August  16,  1995 

Introduction 

For  the  record,  my  name  is  Trefon  Angasan.  I  am  honored  to  be  here  today  to  testify  in  my 
capacity  as  a  member  of  the  board  of  Directors  of  the  Alaska  Federation  of  Natives,  Inc.  (AFN) 
on  the  SBA's  8(a)  program  as  it  affects  ANCSA  corporations. 

As  you  may  already  know,  AFN  is  a  statewide  Native  organization  formed  in  1966  to  represent 
Alaska's  85,000+  Eskimos,  Indians  and  Aleuts  on  concerns  that  affect  the  rights  and  property 
interest  of  the  Alaska  Natives  on  a  statewide  nature.  Please  include  this  statement  and  my  oral 
remarks  into  the  record  of  this  hearing. 

Unique  Nature  of  Alaskan  Native  Corporations 

An  Alaska  Native  Corporation,  at  either  the  regional  or  village  level,  is  not  a  typical  applicant  for 
the  SBA's  8(a)  program.  Many  ANCSA  corporations  have  had  long  operating  histories  as 
corporations,  but  the  level  of  operations  of  individual  applicants  varies  widely,  from  a  strong, 
long-term  business  history  and  experience  to  corporations  that  have  only  recently  begun  to  try  to 
expand  beyond  local  business  efforts. 

Alaska  Native  corporations  are  structured  with  each  shareholder  of  record  as  of  1971  having  100 
shares.  Inheritance  has  redistributed  the  shares  to  the  point  where  not  all  shareholders  qualify  as 
Alaska  Natives,  but  an  overwhelming  majority  of  shareholders  are  Alaska  Natives.  The  intent 
of  ANCSA  was  to  help  bring  Alaska  Natives  into  the  mainstream  of  the  American  economy.  The 
SBA  8(a)  program  is  an  important  tool  for  achieving  that  goal.  Several  ANCSA  corporations  have 
participated  successfully  in  the  program  to  help  them  achieve  the  potential  of  ANCSA. 

Congress  has  addressed  the  uniqueness  of  ANCSA  corporations  by  defining  special  eligibility 
criteria  for  ANCSA  corporations  in  the  8(a)  program.  These  criteria  include  a  specific  definition 
of  what  types  of  Native  Corporations  and  subsidiaries  are  qualified  for  the  program  and  a  set  of 
criteria  for  evaluating  Native  Corporation-owned  applicants  for  their  potential  for  success.  The 
regulations  also  recognize  that  the  Native  owners  and  shareholders,  and  their  appointed  directors, 
are  not  always  involved  in  the  day-to-day  operations  and  management  of  the  corporations. 

Expectations  of  the  Program 

For  the  most  part,  the  8(a)  program  seems  to  be  working  as  intended  for  ANCSA  corporations. 
The  8(a)  program  creates  a  partnership  with  the  federal  government  for  growth  and  opportunity. 
Major  sections  of  the  Alaska  and  national  economy  are  not  easily  penetrated  by  ANCSA 
corporations  and  the  8(a)  program  allows  small  businesses  to  get  into  these  markets.  In  large  part, 
the  program  is  successful  in  achieving  this  goal.   Native  corporation-owned  companies  have  been 
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successful  in  providing  a  wide  range  of  services  to  federal  clients,  including  construction, 
environmental  services,  and  facilities  operations  and  maintenance. 

The  8(a)  program  provides  an  opportunity  to  compete  as  a  prime  contractor  for  jobs  that  we 
otherwise  could  not  compete  for  as  a  result  of  our  limited  history  of  operations.  ANCSA 
corporations  have  only  been  around  since  1971,  and  many  of  our  subsidiaries  for  considerably  less 
time  than  that.  In  many  areas  of  government  services  and  contracting  our  opportunity  to  be  a 
prime  contractor  is  limited  because  the  competition  has  been  around  much  longer  than  ANCSA 
organizations.  The  program  also  provides  an  oppormnity  for  contracting  outside  of  the  Alaska 
region. 

Problems  and  Observations 

ANCSA  corporations  continue  to  have  difficulty  receiving  certification  to  participate  in  the  8(a) 
program.  One  reason  appears  to  be  a  lack  of  understanding  of  Alaska  and  Alaska  Native 
Corporations  by  the  SBA  in  the  application  process.   Examples  include: 

•  Misunderstanding  of  the  Net  Operating  Loss  issue  and  history.   A  corporation  that  listed 
NOL  carryforwards  on  their  tax  returns  was  told  they  were  not  profitable. 

•  One  applicant  sent  a  lease  agreement  for  space  that  the  subsidiary  rents  in  the  parent 
corporation  office  building  in  Anchorage  and  the  SBA  asked  if  it  was  on  tribal  land. 

Communication  lines  are  long  and  transportation  is  expensive  for  the  application  process.  The 
process  does  not  provide  an  open  discussion  of  an  application.  This  results  in  miscommunication 
on  important  aspects  of  an  application. 

Provisions  of  the  regulations  to  benefit  ANCSA  corporations  are  not  being  implemented  as 
intended  by  Congress.  SBA  maintains  that  extraordinary  conditions  are  required  by  regulation 
for  approval  of  a  waiver  of  the  two-year-in-business  rule.  This  is  not  contained  in  current 
regulations  for  ANCSA  corporations.  SBA  appears  to  interpret  regulations  to  require 
unrealistically  high  financial  standards  for  8(a)  program  eligibility  by  ANCSA  corporations  that 
is  contrary  to  the  intent  of  authorizing  legislation  and  program  goals.  These  unrealistic  standards 
also  appear  not  to  have  been  applied  uniformly  to  all  applicants. 

The  volume  of  information  in  the  applications  from  ANCSA  corporations  is  large  and  complex. 
Combined  with  the  limited  SBA  resources  available  to  review  applications,  this  results  in  reviews 
that  miss  important  information  contained  in  the  submittal.  Delays  occur  in  the  review  process 
while  formal  requests  for  information  are  sent  and  responded  to. 

These  conditions  more  often  than  not  lead  to  initial  denial  or  delay  of  ANCSA  corporation's 
applications  and  stretched  regulatory  response  time  windows.  Applicants  must  then  rely  on  the 
appeal  process  to  reinvestigate  and  submit  new  information  about  things  that  should  have  been 
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addressed  in  the  original  submittal  process  through  better  communications  and  understanding  of 
Alaska  and  ANCSA  corporations. 

Pending  Opportunities 

Demographics  in  Alaska  are  changing.  Federal  facilities  are  downsizing,  closing  or  being  turned 
over  to  the  private  sector  for  support,  mothballing,  or  other  use.  Tourism  is  on  a  steady  increase. 
Environmental  issues  associated  with  natural  resource  development  makes  exploitation  of  Alaska's 
namral  wealth  more  difficult.  Increasing  federal  funding  is  going  to  village  sanitation  needs. 
Increasing  competition  for  limited  renewable  natural  resources  is  leading  to  increasing  conflict 
between  user  groups. 

The  8(a)  program  will  allow  ANCSA  corporations  to  participate  in  the  business  aspects  of  these 
changes.  Public  Health  Service  is  contracting  village  sanitation  work  more  and  more.  Federal 
Aviation  Administration,  Coast  Guard  and  other  Department  of  Transportation  divisions  provide 
many  services  and  jobs  in  Alaska.  Infrastructure  development  will  continue.  Military  contracting 
is  very  important,  including  many  areas  where  ANCSA  corporations  are  already  active.  These 
include  construction  for  ongoing  operations,  environmental  restoration  and  demolition  for  base 
and  facility  abandonment,  base  conversion  for  civilian  use,  and  base  operations  and  maintenance 
contracts  as  military  personnel  are  reduced.  Park  Service  operations  such  as  park  concessions  can 
augment  ANCSA-corporation-owned,  tourist-based  businesses.  The  Department  of  the  Interior 
and  the  U.S.  Forest  Service  will  require  many  services  related  to  land  management  and 
development  of  natural  resources  in  the  state. 

Solution 

The  best  solution  is  to  have  Alaska-based  authority  to  review  and  approve  applications  for  the  8(a) 
program.  Local  administration  of  the  program  works  very  smoothly  and  this  local  authority 
should  be  expanded. 

This  would  eliminate  or  greatly  reduce  the  problems  outlined  above.  It  would  also  enhance  the 
ability  of  the  8(a)  program  to  fulfill  its  mission  and  to  continue  to  serve  as  a  very  important  tool 
to  help  Alaska  Natives  participate  meaningfully  in  the  private-sector  economy  as  originally 
envisioned  by  ANCSA. 
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Chairman  BOND.  Thank  you.  Ms.  Kitka,  do  you  want  to  follow  up 
on  that? 

Ms.  Kitka.  I  had  one  additional  comment  for  the  record  on  that 
and  that  was  in  response  to  the  statement  earlier  about  the  recent 
U.S.  Supreme  Court  decision.  I  wanted  just  to  clarify  for  the  record 
that  Alaska  Native  corporations  are  different  than  other  corpora- 
tions and  in  fact  it  is  not  a  racially  based  relationship  to  the  Fed- 
eral Government,  but  it  is  based  on  a  special  relationship  as  indige- 
nous peoples  and  our  tribal  recognition,  which  is  a  different  than 
a  racial  classification,  so  we  don't  feel  that  the  review  of  this  pro- 
gram, as  well  as  affirmative  action  as  it  applies  to  Alaska  Natives, 
and  our  institutions  should  be  affected  by  the  Supreme  Court  rul- 
ing because  our  relationship  is  basically  political  with  the  Federal 
Government  and  not  racial  and  we  would  be  glad  to  put  a  short 
analysis  on  that  into  the  record  in  our  written  comments. 

Chairman  Bond.  That  would  be  very  helpful.  What  Ms.  Kitka  is 
referring  to,  as  many  of  you  know,  the  Supreme  Court  recently  in 
the  Adarand  case  made  it  very  clear  that  a  Federal  Government 
program  designed  to  provide  preferences  based  on  race  is  a  subject 
to  very  high  scrutiny  to  make  sure  that  it  is  designed  solely  to  deal 
with  specific  remedies.  In  other  words,  the  basic  operating  philoso- 
phy of  the  8(a)  program,  which  has  generally  been  that  race  and 
economically-disadvantaged  contracting  entities  are  favored  by  the 
Federal  Government  is  going  to  have  to  change,  and  there  is  going 
to  be  a  change  to  tailor  the  program  more  closely  to  fit  the  guide- 
lines laid  down  by  the  Supreme  Court. 

I  happen  to  think  that  the  general  purpose  of  making  sure  that 
areas  of  high  unemployment,  high  poverty,  great  need,  are  favored 
is  still  a  very  important  goal.  We  have  been  told  by  the  Supreme 
Court  we  are  going  to  have  to  change  the  conditions  so  they  are 
not  race  based  specifically.  And  I  believe  that  there  is  a  good  deal 
of  room  for  us  to  make  sure  that  the  Native  American  corporations, 
entities,  contracting  entities,  particularly  those  that  serve  areas 
with  high  unemployment  as  you  have  described  should  qualify.  It 
is  a  very  complicated  question.  We  certainly  don't  have  all  of  the 
answers,  but  your  analysis  would  be  most  helpful. 

Let  me  ask  a  question  of  either  of  you.  We  have  heard  in  testi- 
mony in  Washington  that  there  has  been  a  great  difficulty,  particu- 
larly for  Native  American  companies,  to  get  qualified  in  8(a)  pro- 
grams. This  has  come  not  just  from  Alaska  but  from  other  indige- 
nous peoples. 

You  have  indicated,  I  think,  that  this  is  a  problem. 

Mr.  Angasan.  Thank  you.  Senator.  If  I  may.  Senator,  I  have  with 
me  Mike  Carter  who  is  the  director  of  your  8(a),  you  know,  SBA 
or  8(a)  applicant,  you  know,  in  the  Bristol  Bay  Environmental 
Services,  and  he's  been  dealing  with  this  issue  for  about  a  year  and 
a  half,  and  I'd  like,  if  we  can  rely,  call  on  him  to 

Mr.  Carter.  Senator  Bond,  Senator  Stevens. 

Senator  Stevens.  Come  on  up  and  get  the  mike. 

Chairman  Bond.  Give  your  full  name  and  title  for  the  record. 

Mr.  Carter.  Senator  Bond  and  Senator  Stevens,  I  am  Mike 
Carter.  Let  me  tell  you,  I  was  born  in  Ft.  Yukon  and  raised  in  Fair- 
banks. I  spent  20  years  in  the  Air  Force  as  a  pilot  and  other  things 
and  I  been  back  in  Alaska  for  2  years  now. 
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In  these  2  years,  or  large  part  of  it,  I  have  been  on  the  board 
of  Bristol  Environmental  Services.  We  are  small  and  want  to  be  an 
8(a)  corporation.  We  have  got  some  of  the  best  engineers,  environ- 
mental engineers  and  water  engineers  in  the  corporation  running 
it  for  us,  and  we  have  spent  a  lot  of  money  and  a  lot  of  time  put- 
ting together  massive  documents  that  we  sent  down  to  Small  Busi- 
ness Administration,  expecting  that  we  would  get  the  two  year 
waiver  to  be  part  of  this  process.  Our  parent  company,  all  of  the 
stockholders  have  invested  a  lot  of  money  to  make  this  a  success. 
We  are  committed  to  do  this  over  a  long  period  of  time. 

The  response  has  been  that  we  don't  qualify  and  only  under  ex- 
ceptional circumstances  would  a  2-year  waiver  be  granted.  We  feel 
this  is  going  to  be  a  costly  endeavor  for  us  to  continue  on  this  proc- 
ess. We  will  do  it,  but  it  would  be — like  Trefon  mentioned  earlier, 
if  there  was  a  local  SBA,  Alaskan-based  oversight  of  this  8(a)  proc- 
ess, we  think  we  would  have  been  served  much  better,  and  it  is  a 
problem. 

Chairman  BOND.  You  had  the  problem  when  the  papers  went  to 
Washington  or  regional. 

Mr.  Carter.  Well,  to  one  of  the  regionals.  We  are  addressing  the 
problem,  but  what  we  are  finding,  though,  is  we  are  going  to  miss 
a  major  construction  season  and  that  is  going  to  have  a  financial 
impact  on  us  and  as  you  well  know,  entrepreneurship  and  small 
business  creation  you  don't  expect  to  make  the  money  the  first  year 
or  the  second  year,  and  when  we  hear  back  from  SBA,  well  you 
guys  aren't  making  money,  so  you  know,  why  should  you  know, 
that's  not  good,  you  are  not  making  money,  well,  we  didn't  expect 
it.  We  are  in  it  for  the  long  run,  but  we  do  expect  to  be  looked  at 
and  given  a  certain  consideration,  and  if  waiver  makes  sense, 
which  we  think  it  makes  sense,  and  had  the  people  been  sitting 
here  and  we'd  been  dealing  with  them  one  on  one  I  think  they 
would  have  thought  it  made  sense,  and  whoever  was  involved  out 
on  the  other  end,  I  don't  mean  to  take  and  slam  them  or  slam  the 
SBA,  I  am  just  saying  we  could  have  been  served  better. 

Chairman  Bond.  Well,  this  is  the  kind  of  thing  that  we  wanted 
to  bring  out  at  these  hearings  and  I  very  much  appreciate  your  lay- 
ing this  out.  Louis  Taylor,  who  is  with  me  today,  is  the  staff  direc- 
tor of  the  Small  Business  Committee.  We  will  be  hearing  from  SBA 
representatives.  They  may  wish  to  address  that  later  on  in  their 
testimony,  or  we  will  follow  up  with  our  staff  of  the  Small  Business 
Committee  and  get  into  more  lengthy  discussions,  which  probably 
could  be  more  fruitful  if  they  were  not  at  a  public  hearing,  to  see 
if  we  can  identify  the  problems  and  find  out  where  things  have 
gone  wrong,  what  we  might  do  to  make  the  system  better,  but  this 
whole  program  is  going  to  have  to  be  revisited. 

We  were  rushing  to  get  the  loan  program  restructured  before  the 
budget  ax  fell  on  us,  so  that  the  general  SBA  guarantee  programs 
which  for  those  of  you  here  who  are  not  familiar  with  the  SBA,  are 
totally  different  and  separate  from  the  8(a)  contracting  programs. 
We  had  to  keep  those  alive,  but  we  will  be  working  in  the  months 
to  come  on  trying  to  figure  out  a  good  way  to  achieve  the  goals  of 
the  8(a)  program  and  seeing  how  we  can  restructure  that.  So  if  you 
would  leave  us  a  card  or  your  name  and  address,  we  will  follow  up 
with  all  three  of  you. 
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I  might  just  ask,  for  the  record,  Mr.  Angasan  and  Ms.  Kitka,  you 
mentioned  some  of  the  successful  operations  where  Native  corpora- 
tions are  doing  well  in  the  8(a)  field,  taking  on  Government  respon- 
sibilities. Could  you  give  us  one  or  two  examples  of  where  it  is 
working  well? 

Mr.  Angasan.  Well,  the  Chugach  Development  Corporation  is  a 
subsidiary  of  the  Chugach  Native  Corporation,  one  of  their  regional 
corporations  has  a  contract  to  monitor,  I  really  can't  think  of  the 
right  term,  but  they're  servicing  a  scale-down  Air  Force  base  and 
monitoring  and  providing  maintenance  to  that  particular  site  in 
King  Salmon  and  I  think  Space  Mark,  owned  by  the  Aleut  Corpora- 
tion, has  the  same  type  of  contract  with  the  Air  Force. 

Senator  Stevens.  Mr.  Chairman,  that's  one  of  the  interesting 
breakthroughs  in  terms  of  job  opportunities,  I  stopped  by  Wake  Is- 
land last  year  and  we  had  an  Alaska  8(a)  corporation  in  there  man- 
aging that  facility.  Shemya  is  now  going  to  be  managed  in  a  similar 
way,  and  Galena.  Many  of  these  places,  where  bases  are  going  to 
be  maintained  as  standby  bases,  they're  put  out  for  bid  and  our 
small  corporations  are  coming  forth  and  dealing  with  those  and 
they're  providing  good  management.  I  think  that  the  interesting 
thing  is  I  am  just  back  from  3  days  on  the  Yukon,  traveling  from 
village  to  village,  and  there's  a  great  awareness  out  there  of  the 
need  for  developing  small  business  organizations  so  that  they  can 
get  in  on  the  providing  of  supplies  and  services  to  their  own  areas. 
I  think  that  the  SBA  program  offers  a  great  opportunity  to  stimu- 
late that  development. 

You'd  be  interested,  Mr.  Chairman,  in  the  overwhelming  support 
for  welfare  reform  out  there  to  try  and  find  ways  to  require  people 
to  work,  and  that  means  we  have  to  find  entities  to  be  the  employ- 
ers. So  this  is  going  hand  in  glove.  The  8(a)  is  going  to  be  very  es- 
sential to  the  increasing  independence  of  these  villages  from  Gov- 
ernment support  that  must  go  on  year  after  year  after  year.  As  we 
see  in  this  current  budget  cycle,  the  year's  going  to  come  when  sup- 
port is  not  going  to  be  there.  So  these  people  have  to  have  the  abil- 
ity to  organize  and  get  immediate  assistance  in  terms  of  becoming 
viable  private  entities. 

Chairman  Bond.  Ms.  Kitka. 

Ms.  Kitka.  Yes,  I  fully  agree  with  you.  Senator  Stevens.  There 
is  a  growing  awareness  in  the  Native  community  on  the  need  to 
further  building  an  economic  base  within  our  villages  and  within 
our  Native  institutions.  We  have  Mike  Brown,  who  is  the  president 
of  Chugach  Alaska  Corporation,  that's  in  the  audience  and  he  has 
successfully  helped  us  put  together  programs  under  the  8(a),  both 
for  Chugach  Alaska  Corporation,  I  believe  for  Arctic  Slope  Regional 
Corporation.  So  if  there's  time  later  on  the  agenda,  you  might  want 
to  call  Mike  Brown  up  on  that. 

One  other  item  I  wanted  to  add,  other  than  the  8(a)  specifically 
on  that,  the  needs  of  our  village  corporations  are  very  critical,  also, 
on  the  whole  idea  of  training  and  technical  assistance.  We  have 
quite  a  number  of  village  corporations  all  through  the  State,  rang- 
ing from  very  small  to  medium-size  businesses  on  that,  and  it  is 
very  critical  that  they're  successful,  in  our  view.  Our  entire  land 
base  is  held  by  our  Alaska  Native  corporations  on  that  and  so  it 
is  important  for  them  to  both  be  able  to  maintain  our  land  and  also 
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build  this  economic  base,  and  I  think  continued  assistance  in  the 
training  and  technical  assistance  is  essential,  too,  from  the  Small 
Business  Administration,  especially  as  you  consolidate  Federal  pro- 
grams and  decentralize  things  down,  keeping  that  element  alive 
and  coming  forward  I  think  would  be  real  helpful. 

Chairman  Bond.  Thank  you,  Ms.  Kitka.  You  have  made  a  very 
good  segue  into  our  next  panel  on  how  we  can  assist,  but  let  me 
just  say  to  Senator  Stevens  that  I  had  precisely  the  same  thought 
you  did  as  I  heard  Ms.  Kitka's  opening  statement,  and  the  others, 
that  these  opening  statements  are  important  not  only  for  us  on  the 
Small  Business  Administration,  but  for  our  colleagues  who  are 
working  on  welfare  reform  and  finding  ways  to  give  people  an  op- 
portunity to  gain  employment.  Your  testimony  will  be  very  helpful, 
as  well. 

I've  had  the  pleasure  both  on  my  own  and  visiting  King  Salmon 
quite  frequently  but  with  Senator  Stevens  I  visited  Native  corpora- 
tions on  the  North  Slope.  We  visited  several  in  western  Alaska  and 
had  some  opportunity  to  see  what  is  going  on  there  and  meet  the 
leaders,  as  well  as  the  people  in  many  of  the  villages.  And  this  is 
a  great  challenge,  but  to  me,  it  is  a  great  opportunity  to  make  sure 
that  these  programs  work  for  Alaska  Natives  and  Alaska  Native 
corporations,  and  we  will  welcome  any  further  comments  or  sugges- 
tions, if  you  care  to  forward  them  through  Senator  Stevens  or  to 
us  directly  in  Washington.  We  would  be  delighted  to  have  them, 
and  we  thank  you  very  much. 

Mr.  Angasan.  I  have  copies  of  my  presentation. 

Chairman  Bond.  Thank  you  very  much,  if  you'll  provide  them, 
Mr.  Angasan,  and  thank  you  very  much,  Mr.  Carter  and  Ms.  Kitka. 

And  our  next  panel  is  Jan  Fredericks,  State  Director  of  the  Uni- 
versity of  Alaska  Small  Business  Development  Center;  Marc  Lang- 
land,  President  of  Northrim  Bank  of  Anchorage;  Frank  Cox,  Dis- 
trict Director  of  the  Anchorage  office  of  U.S.  Small  Business  Ad- 
ministration; and  Eleanor  Andrews,  President  of  the  Andrews 
Group  in  Anchorage. 

Again,  we  very  much  appreciate  all  of  your  joining  us  today. 
Your  full  statements  will  be  made  a  part  of  the  record.  I  have  al- 
ready had  an  opportunity  to  see  some  of  the  material  you  have  sup- 
plied and  I  would  ask  that  you  summarize  your  testimony  so  we 
may  have  some  opportunity  for  discussions,  as  well  as  the  chance 
to  hear  everybody  on  the  panel. 

Ms.  Fredericks,  would  you  care  to  begin? 

STATEMENT  OF  JAN  FREDERICKS,  STATE  DIRECTOR,  UNIVER- 
SITY OF  ALASKA  SMALL  BUSINESS  DEVELOPMENT  CENTER, 
ANCHORAGE,  ALASKA 

Ms.  Fredericks.  Thank  you.  Chairman  Bond,  Senator  Stevens. 
I  would  like  to  thank  you  for  the  opportunity  to  testify  today  before 
the  Senate  Committee  on  Small  Business  in  Anchorage. 

My  testimony  is  going  to  represent  a  number  of  my  affiliations. 
In  addition  to  my  position  as  State  Director  of  the  Small  Business 
Development  Center,  I  serve  as  a  director  and  an  officer  of  the  An- 
chorage Chamber  of  Commerce,  which  is  the  largest  business  orga- 
nization in  Alaska.  I  was  a  delegate  to  the  White  House  Conference 
on  Small  Business,  appointed  by  former  Governor  Hickel.  I  am  a 
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licensed  commercial  real  estate  broker  and  a  co-owner  of  a  bed  and 
breakfast  here  in  Anchorage. 

You  are  certainly  correct  about  the  importance  of  small  business 
in  Alaska,  as  it  is  elsewhere  in  the  Nation.  By  SBA's  current  defini- 
tion of  small  business,  over  99  percent  of  the  businesses  in  Alaska 
are  small  businesses. 

Chairman  Bond.  99  percent 

Ms.  Fredericks.  99  percent. 

Chairman  Bond.  OK,  99  percent. 

Ms.  Fredericks.  In  addition  to  that,  it  is  interesting  to  note  that 
of  our  businesses  which  employ  100  or  fewer  people,  over  65  per- 
cent of  those  businesses  employ  one  to  four  employees. 

I  would  like  to  speak  today  on  the  importance  of  the  Small  Busi- 
ness Development  Center  program  in  Alaska.  As  you  are  well 
aware,  the  program  provides  counseling  and  workshop  training  to 
Alaskans  interested  in  starting  a  business  and  to  existing  busi- 
nesses who  need  assistance.  Because  SBA  funding  for  the  Small 
Business  Development  Center  program  is  a  population  based  for- 
mula, Alaska  receives  just  $253,000  to  operate  the  program.  That's 
compared,  of  course,  to  the  $8.4  million  received  by  the  State  of 
California.  With  that  minimum  amount  of  funding,  we  are  able  to 
provide  centers  in  Anchorage,  Fairbanks,  Juneau,  Kenai,  Wasilla, 
and  we  operate  a  rural  outreach  program  which  serves  remote 
Alaskan  communities  on  an  itinerate  basis. 

In  Alaska,  the  $253,000  of  Federal  funding  is  leveraged  by  over 
$1.4  million  of  State,  local,  and  private  sector  cash.  In  addition  to 
the  cash,  we  have  a  significant  amount  of  in  kind  services  provided 
by  the  private  sector,  both  in  operational  expenses,  such  as  rent 
and  travel,  and  in  direct  delivery  participation. 

In  Anchorage  alone,  we  probably  have  over  300  private  sector 
companies  helping  us  deliver  our  workshops  and  participating  in 
our  seminars  and  our  conferences. 

I  particularly,  coming  from  a  private  sector  background,  like  the 
program  because  it  is  performance-based  with  very  specific  out- 
come measurements,  and  in  Alaska  last  year,  we  served  over  3,500 
small  businesses  and  produced  over  140  workshops  throughout  the 
State.  In  the  first  9  months  of  the  current  year,  through  our  direct 
involvement,  we  have  helped  Alaskan  businesses  receive  57  loans 
totaling  over  $4  million.  We  have  started  a  hundred  new  busi- 
nesses in  the  first  9  months  of  this  year,  creating  238  jobs  and  re- 
taining 71  jobs.  These  are  not  numbers  that  are  formula  driven. 
These  are  actual  numbers  that  are  followed  up  on  and  supported 
by  small  business  clients. 

Our  experiences  are  not  unique.  As  you  know,  the  program  oper- 
ates in  all  50  States.  The  Alaska  SBDC  uses  an  international  ex- 
port manual  that  was  developed  in  Michigan.  We  use  a  manage- 
ment information  system  that  was  developed  by  the  Houston 
SBDC.  We  have  business  materials  from  Oregon  and  our  counselor 
productivity  system  was  developed  by  the  Small  Business  Develop- 
ment Center  in  Missouri. 

I  know  fees  are  a  real  topic  for  consideration  at  this  time.  The 
vast  majority  of  SBDC  clients  cannot  afford  private  sector  services 
at  the  time  that  we  see  them.  The  intent  of  this  program,  we  think. 
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is  to  bootstrap  clients  up  from  the  bottom  and  to  mainstream  them 
from  SBDC  cHents  into  private  sector  customers. 

It  is  certainly  not  accurate  to  say  that  they  don't  pay  for  the 
services.  They  invest  a  lot  of  their  time  in  working  with  us  to  learn 
through  the  process.  I  think  that  the  entrepreneurial  education 
that  they  receive  helps  clients  at  future  decision  points  in  their 
business  life  by  developing  the  analytical  skills  that  they  need  to 
continue  to  be  successful. 

Research  studies  have  shown  that  from  a  cost  perspective,  the 
SBDC  program  pays  for  itself.  The  incremental  tax  revenues  gen- 
erated by  SBDC  clients  exceed  the  cost  of  long  term  counseling  by 
a  ratio  of  7  to  1.  Over  2,000  small  businesses  from  across  the  Na- 
tion, most  of  whom  were  elected  at  a  grassroots  level,  as  you  know, 
met  just  recently  and  one  of  their  top  20  recommendations  was 
that  the  U.S.  Small  Business  Administration  is  vital  to  the  growth 
of  small  business  in  America  and  that  budget  allocations  be  contin- 
ued to  enhance  the  7(a)  loan  guarantee  program  and  to  make  per- 
manent Small  Business  Development  Centers  programs. 

I  think  this  is  a  strong  mandate  from  private  enterprise.  Small 
business  ownership  has  been  a  key  part  of  the  American  Dream. 
I  know  that  both  of  you  share  that  vision  of  the  American  Dream, 
and  I  hope  you  share  my  belief  that  the  Small  Business  Develop- 
ment Center  program  is  a  key  to  unlock  that  dream  for  countless 
of  future  Americans.  Thank  you. 

[The  prepared  statement  of  Ms.  Fredericks  follows:] 
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CHAIRMAN  BOND  and  SENATOR  STEVENS, 

On  behalf  of  Alaska's  small  businesses,  I  would  like  to  thank  you  both  for 
affording  Alaskans  the  opportunity  to  testify  before  the  Senate  Committee  on 
Small  Business. 

My  testimony  today  will  represent  a  number  of  my  affiliations.  In  addition 
to  my  position  as  State  Director  of  the  University's  Small  Business  Development 
Center,  I  serve  as  a  Director  and  officer  of  the  Anchorage  Chamber  of  Commerce, 
the  largest  business  organization  in  the  State  of  Alaska;  I  was  a  delegate  to  the 
White  House  Conference  on  Small  Business,  appointed  by  former  Governor  Hickel; 
and  I  am  a  licensed  commercial  real  estate  broker  and  co-owner  of  a  bed  and 
breakfast  in  downtown  Anchorage. 

Small  businesses  are  an  important  part  of  the  Alaskan  economy.  Based  on 
the  SBA  definition  of  a  "small  business",  over  99%  of  Alaska's  businesses  are 
small  businesses.  Of  our  businesses  employing  less  than  100  people,  over  65% 
employ  1  to  4  employees . 

I  would  like  to  speak  today  to  the  importance  of  the  SBA  and  the  SBA's 
Small  Business  Development  Center  program  in  Alaska.  Raising  capital  continues 
to  be  one  of  the  highest  priorities  for  small  businesses.  As  small  businesses 
continue  to  strengthen  and  grow  into  the  next  century,  the  effective  use  of  new 
capital  formation  strategies  will  be  essential.  Public  policy  should  support  the 
federal  financing  programs  of  SBA  which  are  designed  to  increase  small 
businesses'  access  to  capital. 

Alaska's  population  of  just  over  600,000  is  spread  out  over  586,412  square  miles. 
Many  of  Alaska's  small  businesses  are  located  in  remote  areas  and  may  be  hundreds 
of  miles  from  a  banking  facility.  These  businesses  rely  on  the  SBA  guarantee 
program.  Small  businesses  which  may  not  meet  collateral  requirements  for  a 
commercial  loan  also  depend  on  SBA.  Most  importantly,  the  SBA  guarantee  program 
provides  small  businesses  an  extended  term  for  working  capital  and  equipment 
loans  not  available  through  commercial  lenders. 

The  state  of  Alaska  has  recognized  its  responsibility  to  increase  the  access  to 
capital  for  small  businesses  with  the  establishment  of  the  Alaska  Industrial 
Development  and  Export  Authority  and  the  Rural  Development  Initiative  Fund. 
However,  these  are  new  and  evolving  programs  which  have  provided  a  combined  total 
of  $4,367,000  in  loans  since  1988  as  compared  to  the  $57.4  million  that  SBA 
provided  in  1994  alone.  Alaska's  Polaris  Fund,  started  in  1990  with  $5,250,000 
from  the  Alaska  Permanent  Fund,  is  Alaska's  only  venture  capital  fund.  Under 
policy  established  by  its  Board,  one  half  of  the  fund  must  be  invested  outside 
of  Alaska.  A  major  source  of  capital  for  small  businesses  in  most  states  is 
sophisticated  individual  investors.  These  individuals  typically  draw  upon  family 
wealth  which  has  been  developed  over  generations.  Alaska  is  a  young  state  whose 
pioneers  date  back  only  80  years  when  the  Alaska  Railroad  held  the  first  auction 
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in  Anchorage  for  townsite  lots.  A  very  limited  number  of  Alaskan  families  have 
the  financial  capability  to  provide  capital  to  other  small  businesses,  and  thus, 
individual  investors  do  not  play  the  role  in  Alaska's  market  that  they  do  in  the 
Lower  48  states. 

There  has  been  much  discussion  that  the  "subsidy  rate"  or  the  cost  of 
administering  the  agency  and  covering  loan  losses  should  be  reduced  or 
eliminated.  While  we  want  to  insure  maximum  efficiency  in  government,  we  must 
be  careful  to  consider  all  of  the  factors  involved  in  calculating  the  return  on 
investment  before  writing  off  an  agency.  Much  more  significant  than  the  cost  of 
administration  and  the  losses  experienced  in  the  7 (a)  guarantee  program  are  the 
tax  revenues  generated  by  the  small  businesses  which  began  with  SBA  loans. 
Alaska's  Paul  Reid  of  New  Sagaya  and  Mark  Overly  of  Kaladi  Brothers  Coffee 
Company  are  frequently  known  to  say  that  they  could  not  have  started  their 
businesses  without  the  SBA  guarantee  program.  These  two  businesses  have  not  only 
grown  substantially  in  annual  revenues,  but  they  have  expanded  their  business 
operations  outside  of  the  state  of  Alaska.  Were  we  to  calculate  the  federal  tax 
dollars  produced  by  the  growth  of  these  small  businesses,  it  is  entirely  possible 
that  SBA  would  be  generating  revenues  over  and  above  the  cost  of  its 
administration  and  loan  losses. 

Equally  important  as  the  7(a)  guarantee  program  to  Alaska  small  businesses  is  the 
SBA's  Small  Business  Development  Center  (SBDC)  program.  The  Small  Business 
Development  Center  program  provides  counseling  and  workshop  training  to  Alaskans 
interested  in  starting  a  business  and  to  existing  businesses  who  need  assistance. 

Because  SBA  funding  for  the  Small  Business  Development  Center  program  is 
distributed  on  a  population  based  formula,  Alaska's  program  receives  just 
$253,000  in  federal  funding  (compared  to  the  $8,354,838  received  by  the  state  of 
California).  Alaska's  minimum  amount  of  funding  provides  Centers  in  Anchorage, 
Fairbanks,  Juneau,  Kenai,  Wasilla  and  a  Rural  Outreach  program  which  serves 
remote  Alaskan  communities  on  an  itinerant  basis.  In  Alaska,  the  $253,000  of 
federal  funding  is  leveraged  with  other  state,  federal,  local  and  private  sector 
cash  of  $1,402,500.  This  funding  supports  SBDC  programs  as  well  as  other 
business  assistance  programs  in  government  contracting  and  technology  transfer, 
and  BUY  ALASKA,  an  import  substitution  program  designed  to  assist  Alaskan 
businesses,  government  entities  and  consumers  find  competitive,  local  sources  for 
goods  and  services  previously  purchased  outside  Alaska.  In  addition  to  the  cash 
leverage,  the  program  boasts  significant  in-kind  support  from  the  private  sector 
in  both  operational  expenses  such  as  rent  and  travel  and  in  direct  involvement 
in  the  delivery  system.  In  Anchorage  alone,  over  300  volunteers  from  small 
businesses  deliver  SBDC  workshops  and  participate  in  SBDC  conferences  and 
seminars.  The  Small  Business  Development  Center  is  a  model  of  public-private 
partnering  that  works. 

The  Small  Business  Development  Center  program  is  performance  based  with  very 
strict  outcome  measurements.  In  the  last  year,  the  Alaska  SBDC  assisted  over 
3,500  existing  and  prospective  small  business  owners  and  conducted  over  140 
workshops  throughout  the  state.  In  the  first  nine  months  of  the  current  year, 
as  a  direct  result  of  SBDC  assistance,  57  loans  totalling  almost  $4  million  were 
made  to  Alaska  small  businesses.  Of  these  57  loans,  15  were  SBA  guarantee  loans. 
Over  the  same  nine  month  period,  100  new  businesses  started  as  a  direct  result 
of  SBDC  assistance;  238  new  jobs  were  created  and  71  jobs  were  retained.  These 
figures  are  not  extrapolated  through  formulas.  They  are  supported  by  records  of 
individual  small  businesses. 

Alaska's  experiences  are  not  unique.  SBDC  services  are  delivered  in  all  50 
states,  Puerto  Rico,  the  Virgin  Islands  and  in  the  District  of  Columbia.  This 
national  network  of  business  services  provides  each  client  the  benefit  of  ideas, 
research  and  advocacy  of  over  900  Centers.  The  Alaska  SBDC  uses  an  international 
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export  manual  developed  by  the  Michigan  SBDC;  a  management  information  system 
designed  and  developed  by  the  Houston  SBDC;  business  library  materials  developed 
by  the  Oregon  SBDC;  and  a  counselor  productivity  system  and  operational  manual 
developed  by  the  Small  Business  Development  Center  in  the  great  state  of 
Missouri!  This  national  network  would  not  be  possible  without  federal 
involvement.  The  investment  of  the  federal  government  also  insures  a  consistency 
and  quality  in  the  basic  counseling  and  training  services  while  affording  the 
opportunity  for  the  development  of  programs  suited  to  meet  the  needs  of 
individual  states. 

I  know  "fees"  are  a  real  topic  for  consideration  at  this  time.  A  July  report 
from  the  U.S.  House  Committee  on  Appropriations  notes  that,  "the  Department  of 
Commerce's  Minority  Business  Development  Centers  currently  charge  a  nominal 
(emphasis  added)  fee  for  consulting  services..."  and  therefore,  concludes  that 
"  .  . .a  nominal  fee  for  SBDC  services  is  justified  and  will  not  prohibit  small 
businesses  from  receiving  these  needed  services."  I  strongly  disagree  with  this 
conclusion.  In  Alaska,  the  contractor  of  the  Minority  Business  Development 
Center  program  refused  to  continue  operating  the  program  based  on  the  cost 
involved  in  administering  the  program.  Now,  over  a  year  later,  the  Department 
of  Commerce  has  issued  two  RFPs  for  the  Alaska  program,  and  there  is  still  no 
contractor  identified.  Certainly,  the  Alaska  market  does  not  support  using  MBDC 
as  a  model  for  the  SBDC! 

The  SBDC  program  provides  counseling,  not  consulting.  A  consultant  is  someone 
who  is  brought  into  a  business  to  identify  and  fix  a  problem.  Usually  the 
business  owner  hasn't  learned  any  more  about  the  problem  when  the  consultant 
leaves  than  he  knew  before  he  came.  A  counselor,  on  the  other  hand,  helps  the 
client  identify  the  problem  and  the  solutions  and  assists  the  client  in 
implementing  the  solutions. 

The  vast  majority  of  SBDC  clients  cannot  afford  private  sector  services  at  the 
time  they  contact  the  SBDC.  The  intent  of  this  program  is  to  bootstrap  clients 
up  from  the  bottom;  mainstream  them  from  SBDC  clients  to  private  sector 
customers.  However,  while  SBDC  clients  are  not  charged  a  "fee"  for  services,  to 
say  that  they  do  not  "pay"  for  these  services  is  grossly  inaccurate.  SBDC 
clients  invest  their  time,  and  their  "time  is  money"  in  working  with  SBDC 
counselors.  Again,  SBDC  personnel  work  with  clients,  not  for  clients.  Our 
clients  buy  into  each  step  of  the  process  and  learn  through  the  process.  This 
entrepreneurial  education  helps  clients  at  future  decision  points  in  their 
business'  life  by  developing  the  analytical  skills  that  they  need  to  continue  to 
be  successful . 

"Nominal  fees"  are  a  symbolic  gesture  which  will  cost  more  to  administer  than 
the  revenues  generated.  Fees  will  create  a  perception  among  the  private  sector 
that  the  SBDC,  a  program  that  they  once  supported,  is  now  competing  for  their 
paying  customers  using  government  funding.  No  longer  would  the  SBDC  be  able  to 
leverage  services  from  these  private  sources  for  the  betterment  of  small 
business . 

Senators,  from  a  purely  cost  perspective,  the  Small  Business  Development  Center 
program  has  to  be  one  of  the  best  bargains  available  to  the  Federal  government. 
Independent  research  studies  confirm  that  SBDCs  produce  economic  results.  In  the 
last  reporting  period,  businesses  assisted  nationwide  by  SBDCs  created  65,000  new 
jobs  and  generated  more  than  $3.7  billion  in  increased  sales.  New  sales  by  SBDC 
clients  generated  $130  million  in  federal  revenues.  Incremental  tax  revenues 
generated  by  SBDC  clients  exceeded  the  cost  of  long  term  counseling  by  a  ratio 
of  7.52  to  1.00. 
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Congress  is  to  be  commended  for  its  commitment  to  reduce  the  federal  budget. 
However,  the  view  of  taking  balance  sheet  with  pencil  in  hand  and  crossing  out 
programs  based  on  cost  imperils  our  country's  economic  goals.  A  better  approach 
lies  in  examining  programs,  eliminating  those  that  produce  no  positive  economic 
or  public  service  results,  then  consolidating  others  for  efficiencies. 

Over  2,000  small  business  owners  from  across  the  nation,  most  of  whom  were 
elected  at  the  grass  roots  level  by  their  peers,  gathered  in  Washington,  D.C. 
just  two  months  ago  to  voice  their  concerns  to  Congress.  Included  in  their  top 
twenty  recommendations  was  their  statement  that,  "The  U.S.  Small  Business 
Administration  is  vital  to  the  growth  of  small  business  in  America"  and  their 
recommendations  that  " . . .SBA  be  enhanced  by  budget  allocations  to  maintain, 
increase  and  enhance  the  7(a)  Loan  Guaranty  Program  and  . . .by  budget  allocations 
to  make  permanent  the  Small  Business  Development  Center  Program...". 

This  is  a  strong  mandate  from  private  enterprise.  Small  business  ownership  has 
always  been  a  key  part  of  the  American  dream.  I  know  you  share  that  vision  of 
the  American  dream,  and  I  hope  you  share  my  belief  that  the  Small  Business 
Development  Center  program  is  a  key  to  unlock  that  dream  for  countless  future 
Americans . 

Thank  you . 
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Chairman  Bond.  Thank  you  very  much  Ms.  Fredericks. 
Mr.  Langland. 

STATEMENT  OF  MARC  LANGLAND,  PRESIDENT,  NORTHRIM 
BANK,  ANCHORAGE,  ALASKA 

Mr.  Langland.  Thank  you,  Chairman  Bond,  Senator  Stevens. 
Thank  you  for  coming  to  Alaska  and  listening  to  our  concerns 
about  small  businesses  in  Alaska.  My  name  is  Marc  Langland;  I 
am  president  of  Northrim  Bank.  We  are  one  of  the  smaller  banks 
in  Alaska;  however,  I  have  been  banking  in  Alaska  for  over  30 
years.  I  would  like  to  speak  more  directly  about  the  SBA  program 
as  it  relates  to  the  banking  environment  in  Alaska. 

We  feel  that  the  Small  Business  Administration  plays  an  impor- 
tant and  pivotal  role  in  supporting  small  businesses  across  our  Na- 
tion, but  due  to  Alaska's  unique  geographic,  economic  cir- 
cumstances and  the  importance  of  the  SBA's  role  in  Alaska,  is  even 
more  magnified. 

As  a  State  with  a  young  economic  base  and  an  enormous  geo- 
graphic area,  a  relatively  small  population  and  only  a  handful  of 
large  communities,  we  have  been  constrained  by  a  lack  of  capital 
over  the  last  three  decades.  There  are  several  other  factors  which 
have  provided  us  with  special  challenges.  Our  great  distance  and 
remoteness  from  the  lower  48  has  translated  into  higher  operating 
costs.  Our  need  for  basic  transportation  and  communication  infra- 
structure is  much  greater  than  the  other  lower  48  States.  Except 
for  the  large  oil  companies  which  operate  here,  our  economic  base 
is  comprised  primarily,  as  we  have  heard,  with  very  small  busi- 
nesses. 

In  order  for  us  to  continue  to  grow  and  develop  our  local  and 
statewide  economies,  it  is  critical  that  we  have  adequate  capital. 
Businesses  in  Alaska  have  to  scramble  to  obtain  capital  they  need 
for  startups,  for  development  of  new  business  strategies,  and  for 
growth  and  expansion.  Added  competition  from  large  retail  giants 
moving  into  our  bigger  markets  during  the  past  2  years  has  had 
a  major  impact  on  the  competitive  climate,  both  in  larger  cities  and 
in  bush  communities,  as  they  serve  them  by  mail.  Owners  and 
managers  of  these  smaller  businesses  have  had  to  be  creative  and 
resourceful  to  survive.  They  need  to  develop  new  business  skills 
and  they  need  access  to  capital. 

Over  the  last  30  years  in  Alaska  banking,  I  have  observed  the 
significant  contributions  that  the  SBA  program  has  made  to  our 
economy.  The  agency,  working  closely  with  local  banks,  has  been 
a  tremendous  help  to  bring  the  much  needed  educational  resources 
and  funding  to  Alaska  businesses. 

By  lowering  overall  credit  risks  and  providing  longer-term  lend- 
ing options  to  borrowers,  the  SBA  has  enabled  banks  to  make  more 
loans,  put  more  loan  dollars  into  Alaska  communities,  and  provide 
greater  depth  in  financing  to  specific  business  sectors  that  other- 
wise would  have  been  impossible  for  us  to  do.  The  flexibility  of  the 
SBA  loan  programs  has  also  given  us  the  ability  to  structure  loans 
which  better  meet  the  needs  of  this  wide  variety  of  businesses. 

Another  important  benefit  of  the  SBA  financing  is  that  it  gives 
banks  the  ability  to  sell  SBA  loans  in  the  secondary  market.  This 
money  can  then  be  cycled  back  through  the  business  community 
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again  in  the  form  of  additional  business  loans  which  significantly 
increases  the  lending  capability  of  smaller  banks  like  our  own  and 
results  in  more  available  capital  for  the  market.  This  is  particu- 
larly important  because  we  have  found  it  difficult  to  attract  more 
traditional  forms  of  long-term  capital  because  of  the  cyclical  type 
nature  of  our  economy. 

In  general,  access  to  capital  in  Alaska  is  more  limited  for  the 
smaller  businesses.  A  lack  of  resources  and  major  populous  centers 
have  fostered  the  development  of  various  niche  businesses  that  op- 
erate in  a  variety  of  industries  around  the  State.  The  SBA  loan 
program  has  allowed  Northrim  Bank  to  meet  its  financial  needs  of 
its  clients  who  maintain  an  office  in  Anchorage  while  also  operat- 
ing facilities  in  other  rural  parts  of  Alaska. 

Without  SBA,  these  programs,  SBA  programs,  our  ability  to  meet 
these  needs  would  certainly  be  impacted.  By  having  access  to  the 
SBA,  Alaskan  banks  have  been  able  to  meet  far  more  of  the  loan 
requests  from  businesses  offering  services  in  rural  areas  by  sharing 
the  geographic  risks  associated  with  the  loans,  allowing  for  the  bor- 
rower to  acquire  the  financing  that  may  not  otherwise  have  been 
available. 

In  the  area  of  education,  the  SBA  has  taken  an  active  role  in 
sponsoring  numerous  small  business  seminars  in  the  State  which 
are  designed  to  help  the  skills  of  the  small  business  owner,  or  to 
assist  the  individual  considering  whether  or  not  to  establish  a  new 
business.  It  is  evident  that  the  business  owners  who  possess  good 
planning  and  budgeting  skills  are  better  equipped  to  deal  with  the 
many  changes  in  the  competitive  climate  and  the  changes  in  our 
economy. 

Banks  have  also  worked  very  closely  with  the  SBA  in  this  edu- 
cational process,  so  small  business  people  have  access  to  the  re- 
sources they  need  to  strengthen  their  overall  business. 

Northrim  Bank  has  been  a  leader  in  the  Anchorage  market  in 
the  SBA  production  and  continues  to  promote  SBA  loans  in  Alaska. 
Since  the  bank's  inception  in  December  1990,  we  have  received  ap- 
proval of  over  83  SBA  loans  totaling  over  $19  million.  This  activity 
has  declined  primarily  due  to  changes  in  the  SBA  guaranteed  loan 
program  over  the  last  year.  These  changes  are  a  very  special  con- 
cern to  the  bank  and  the  business  community.  Specifically,  the  re- 
duction in  the  maximum  of  the  guaranteed  loan  portion  of  the  loan 
and  the  recent  decision  not  to  allow  SBA  loan  proceeds  to  be  used 
to  refinance  existing  debt  have  caused  our  SBA  related  loan  activ- 
ity to  drop  substantially.  The  requirement  that  forbids  refinancing 
is  quite  severe,  as  it  virtually  disallows  the  bank  from  acquiring 
commercial  banking  relationships  from  a  competitor  because  the 
SBA  proceeds  cannot  be  used  to  retire  the  existing  bank  related 
debt.  This  also  locks  the  customer  into  a  banking  relationship  that 
he  or  she  may  no  longer  desire. 

In  conclusion,  the  loan  programs  and  educational  resources  pro- 
vided by  SBA  are  an  important  ingredient  to  a  healthy  Alaska 
economy  and  SBA  loan  programs  are  critical  to  the  future  growth 
of  our  State.  Thank  you. 

[The  prepared  statement  of  Mr.  Langland  follows:] 
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Hearing  on  Entrepreneurship  in  America 
Overview  of  SBA  Programs  in  Alaska 

Marc  Langland,  Northrim  Bank  President 

Wednesday,  August  16,  1995 

mSTORICAL  BACKGROUND 

We  feel  that  the  Small  Business  Administration  plays  an  important  and 
pivotal  role  in  supporting  small  businesses  across  the  nation,  but  due  to 
Alaska's  unique  geographic  and  economic  circumstances,  the  importance  of 
the  SBA's  role  in  our  state  is  magnified. 

As  a  state  with  a  young  economic  base,  an  enormous  geographic  area,  a 
relatively  small  population,  and  only  a  handful  of  larger  communities,  we 
have  been  constrained  by  a  lack  of  capital  over  the  last  three  decades.    There 
are  several  other  factors  which  have  provided  us  with  special  challenges. 
Our  great  distance  and  remoteness  from  the  Lower  48  has  translated  into 
higher  operating  costs.    Our  need  for  basic  transportation  and 
communication  infrastructure  is  much  greater  than  that  of  other  longer- 
established  states.    Except  for  the  large  oil  companies  which  operate  here, 
our  economic  base  is  comprised  primarily  of  a  diverse  group  of  what  would 
be  defined  as  "small"  businesses  by  Lxjwer  48  standards. 

In  order  for  us  to  continue  to  grow  and  develop  our  local  and  statewide 
economies,  it  is  critical  that  we  have  adequate  capital.    Businesses  in  Alaska 
have  to  scramble  to  obtain  the  capital  they  need  for  start-ups,  for 
development  of  new  business  strategies,  and  for  growth  and  expansion. 
Added  competition  from  large  retail  giants  moving  into  our  bigger  markets 
during  the  past  two  years  has  had  a  major  impact  on  the  competitive 
climate,  both  in  larger  cities  and  in  bush  communities  they  serve  by  mail. 
Owners  and  managers  of  smaller  businesses  have  to  be  creative  and 
resourceful  to  survive,  they  need  to  develop  new  business  skills;  and  they 
need  access  to  capital. 

THE  SBA'S  IMPORTANT  ROLE  IN  ALASKA 

Over  the  last  30  years  in  Alaska  banking,  1  have  observed  the  significant 
contributions  the  SBA  has  made  to  our  economy,  firsthand.    The  agency, 
working  closely  with  local  banks,  has  been  a  tremendous  help  in  bringing 
much  needed  educational  resources  and  funding  to  Alaska  businesses. 

By  lowering  overall  credit  risk,  providing  longer-range  lending  options  to 
borrowers,  and  allowing  more  types  of  collateral  as  security,  the  SBA  has 
enabled  banks  to  make  more  loans,  put  more  loan  dollars  Into  Alaska 
communities,  and  provide  a  greater  depth  of  financing  to  specific  business 
sectors  than  otherwise  would  have  been  possible.    The  flexibility  of  SBA  loan 
programs  has  also  given  us  the  ability  to  structure  loans  which  better  meet 
the  needs  of  a  wide  variety  of  businesses.    In  addition  to  longer  loan  terms, 
higher  loan-to-value  ratios,  and  seasonal  payment  plans  are  important 
features. 
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Another  important  benefit  of  SBA  financing  Is  that  It  gives  banks  the  ability 
to  sell  SBA  loans  In  the  secondary  market.    This  money  can  then  be  cycled 
back  through  the  business  community  again  In  the  form  of  additional 
business  loans,  which  significantly  Increases  the  lending  capability  of  smaller 
banks,  and  results  In  more  available  capital.   This  Is  particularly  important 
because  we  have  found  It  difficult  to  attract  more  traditional  forms  of  long- 
term  capital,  either  debt  or  equity,  because  of  the  cyclical  nature  of  our 
economy. 

SBA  HAS  IMPACT  ON  LOCAL  BUSINESS 

The  recent  influx  of  national  retail  firms  has  placed  additional  pressures  on 
small  and  medium  size  businesses  operating  in  the  Alaska.    As  these  business 
owners  have  adjusted  their  business  plans  and  developed  niche  strategies,  to 
compete  more  effectively  with  these  large,  outside  retail  operations,  their 
ability  to  acquire  financing  through  the  SBA  gUEiranteed  loan  program  has 
been  critical  to  their  survival. 

In  general,  access  to  capital  in  Alaska  is  more  limited  for  the  smaller 
business.    A  lack  of  resources  and  major  populace  centers,  have  fostered  the 
development  of  various  "niche"  businesses  that  operate  in  a  variety  of 
industries  in  and  around  the  state.  The  SBA  loan  program  has  allowed 
Northrim  Bank  to  meet  the  lending  needs  of  those  clients  who  maintain  an 
office  in  Anchorage,  while  also  operating  facilities  in  other,  more  rural  areas 
of  Alaska.    Without  SBA  programs,  the  ability  for  us  to  meet  the  needs  of 
these  Alaskans  would  be  severely  impacted. 

By  having  access  to  the  SBA.  Alaska  banks  have  been  able  to  meet  far  more  of 
the  loan  requests  from  businesses  offering  services  In  rural  areas  by  sharing 
the  geographic  risk  associated  with  the  loan  and  allowing  the  borrower  to 
acquire  the  financing  that  is  needed  to  continue  to  foster  financial  growth. 

Because  of  major  downsizing  occurring  within  the  oil  industry  over  the  past 
several  years,  a  good  number  of  former  oil  company  professionals  have 
chosen  to  pursue  new  opportunities  by  establishing  small  businesses.  A 
majority  of  these  new  businesses  are  involved  in  the  service  sector, 
providing  support  services  to  larger  companies  which  previously  performed 
these  functions  internally.    As  these  types  of  businesses  have  been 
established  or  have  been  expanded  to  meet  growing  volumes,  it  has 
generated  increased  demand  for  SBA  term  capital  .    The  ability  of  these 
businesses  to  acquire  SBA  financing  has  directly  resulted  in  increased 
employment  and  economic  growth  in  the  Anchorage  area  over  the  past  two 
years. 

SBA  IS  AN  IMPORTANT  BUSINESS  RESOURCE 

In  the  area  of  education,  the  SBA  has  taken  an  active  role  in  sponsoring 
numerous  small  business  seminars  in  the  state  which  are  designed  to 
develop  the  skills  of  the  small  business  owner  or  to  assist  the  Individual 
considering  whether  or  not  to  establish  a  new  business.  It  is  evident  that 
business  owners  who  possess  good  planning  and  budgeting  skills  are  better 
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equipped  to  deal  with  changes  In  the  competitive  climate  and  the  economy 
as  they  occur. 

Banks  have  worked  closely  with  the  SBA  in  this  educational  process  so  small 
business  people  have  access  to  the  resources  they  need,  which  in  turn, 
strengthens  the  overall  business  community.    To  demonstrate  the  need  for 
these  services,  a  recent  SBA  loan  seminar  for  small  business  co-sponsored 
by  Northrim  Bank  in  July  received  such  a  good  response  that  we  had  to 
schedule  a  second  seminar  in  October  to  accommodate  all  of  the  parties  that 
registered. 

SBA-sponsored  seminars,  combined  with  written  and  video  materials  they 
offer,  are  an  Important  resource  for  our  community.    In  fact,  we  rely  heavily 
on  SBA  materials  as  part  of  our  Business  Resource  Center,  and  we  can  hardly 
keep  it  stocked,  due  to  the  popularity  of  these  publications.    We  feel  the 
SBA,  in  conjunction  with  local  commercial  lenders,  is  helping  to  create  a 
better  business  environment  in  Alaska. 

RECENT  SBA  CHANGES  IMPACTING  LENDING  LEVELS 

Northrim  Bank  has  been  a  leader  in  the  Anchorage  market  in  SBA  loan 
production  and  we  continue  to  promote  SBA  loans  in  Alaska.  Since  the 
bank's  inception  in  December  1990,  we  have  received  approval  on  83  SBA 
guaranteed  loans  for  a  total  dollar  amount  in  excess  of  $  19,000,000.    This 
activity  is  now  declining,  primarily  due  to  changes  in  the  SBA  guaranteed 
loan  program  over  the  past  year.    These  changes  are  of  special  concern  to 
the  bank. 

Specifically,  the  reduction  in  the  maximum  of  the  guaranteed  portion  of  the 
loan,  and  the  decision  not  to  allow  SBA  loan  proceeds  to  be  used  to 
refinance  existing  debt,  have  caused  our  SBA-related  loan  activity  to  drop 
substantially.    The  requirement  that  forbids  refinancing  is  quite  severe,  as  it 
virtually  disallows  the  bank  from  acquiring  a  commercial  banking 
relationship  from  a  competitor  because  SBA  proceeds  cannot  be  used  to 
retire  the  existing  bank-related  debt.    This  also  locks  the  customer  into  a 
banking  relationship  he/she  no  longer  desires. 

Other  alternatives  exist  that  would  still  make  the  SBA  guaranteed  program 
viable.  If  exposure  is  the  problem,  then  the  decision  to  lower  the  amount  of 
the  loan  guarantee  is  reasonable;  however,  lowering  the  maximum  SBA  loan 
amount  to  $500,000,  plus  Instituting  the  refinance  restrictions  has  severely 
limited  the  usefulness  of  the  program  Instead  of  achieving  our  mutual  goal  of 
generating  new  small  business  growth. 

IN  SUMMARY 

In  conclusion,  the  loan  programs  and  educational  resources  provided  by  the 
Small  Business  Administration  are  an  important  ingredient  for  a  healthy 
Alaska  economy  and  SBA  loan  programs  are  critical  to  the  future  growth  of 
our  state. 
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Chairman  BOND.  Thank  you  very  much,  Mr.  Langland. 
Mr.  Cox. 

STATEMENT  OF  FRANK  D.  COX,  DISTRICT  DIRECTOR,  AN- 
CHORAGE DISTRICT  OFFICE,  U.S.  SMALL  BUSINESS  ADMIN- 
ISTRATION; ACCOMPANIED  BY  GRETCHEN  SORENSEN,  RE- 
GIONAL ADMINISTRATOR,  REGION  X;  AND  JON  DEVORE,  DIS- 
TRICT COUNSEL,  ANCHORAGE  DISTRICT  OFFICE 

Mr.  Cox.  Thank  you,  Chairman  Bond  and  Senator  Stevens.  I 
want  to  thank  you  for  the  opportunity  to  appear  before  you  and 
present  an  overview  of  the  SBA  operations  in  Alaska.  I  am  accom- 
panied today  by  Gretchen  Sorensen  who  is  Regional  Administrator 
for  Region  X,  which  is  the  five  northwest  States,  I  am  sorry,  and 
Jon  DeVore,  who  is  the  district  counsel  for  the  Anchorage  district 
office.  I  have  prepared  a  written  statement  to  submit  for  the 
record,  which  provides  specific  details  about  the  programs  of  SBA 
in  Alaska  and  the  SBA  nationally.  I  request  at  this  time  that  it  be 
made  part  of  the  record. 

Chairman  BOND.  It  will  be  made  part  of  the  record. 

Mr.  Cox.  Thank  you,  sir.  The  SBA  in  Alaska  has  always  main- 
tained a  good  relationship  with  the  users  of  our  programs,  the 
banks,  the  borrowers  and  the  public  in  general.  This  office  has  the 
benefit  of  an  especially  close  relationship  with  all  the  members  of 
the  Alaska  congressional  delegation.  Senator  Stevens,  as  we  know 
from  experience,  has  been  a  strong  advocate  for  small  business  in 
Alaska  for  over  25  years.  Senator  Murkowski  is  a  former  president 
of  an  Alaska  bank,  and  has  personal  experience  with  our  programs. 

Congressman  Young  as  a  resident  of  the  city  of  Ft.  Yukon,  has 
seen  the  SBA  disaster  programs  at  work  firsthand.  They  have  al- 
ways come  to  the  aid  of  their  constituents.  These  relationships 
have  been  the  benefit  to  the  agency  and  the  agency's  customers 
over  the  years. 

The  SBA  has  been  and  will  continue  to  be  a  major  player  in  the 
Alaskan  economy.  Alaska  is  a  small  business  State,  and  the  largest 
State  in  the  union.  The  Anchorage  district  office  territory  is  com- 
prised of  the  entire  State  of  Alaska,  586,000  square  miles  with  ap- 
proximately 550,000  people.  Anchorage,  with  a  population  of  230, 
comprises,  I  am  sorry,  the  major  city  and  the  economic  center  of 
the  State.  But  other  communities  play  a  large  and  significant  role 
in  Alaska. 

The  State  of  Alaska  encompasses  an  extremely  diverse  popu- 
lation that  expands  the  entire  social  and  economic  spectrum.  A 
high  percentage  of  this  young,  fiercely  independent  population 
takes  the  plunge  into  the  small  business  ownership,  often  depend- 
ing on  the  SBA's  assistance  with  a  startup  counseling  and  access 
to  Alaska's  limited  capital  market  through  loan  guarantees.  Small 
business  in  Alaska  provides  over  66  percent  of  the  non  farm  em- 
ployment in  the  State  in  comparison  to  approximately  53  percent 
nationally. 

The  role  of  SBA  with  the  financial  assistance  to  small  business 
has  seen  a  substantial  growth  since  the  real  estate  and  financial 
crash  of  the  late  1980s.  I  would  like  to  mention  at  this  time  that 
Mr.  Langland  and  Northrim  Bank,  while  certainly  not  one  of  our 
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larger  banks,  has  always  been  the  number  two  or  number  three 
lender  with  SBA's  guaranteed  programs. 

In  the  past  13  years,  the  SBA  has  approved  3,014  business  loans 
and  loan  guarantees  totaling  over  $622  million.  The  current  port- 
folio is  approximately  1,800  loans  with  a  total  value  of  $200  mil- 
lion. These  figures  do  not  include  the  substantial  disaster  loan  ap- 
provals. This  disaster  loan  program  has  been  critical  to  the  State 
of  Alaska  during  the  extreme  times  of  need,  such  as  the  1964 
earthquake  in  South  Central  Alaska  and  the  1967  flood  in  Fair- 
banks, and  the  smaller  but  nonetheless  devastating  disasters  in 
Norton  Sound  and  along  the  Yukon  River.  The  SBA  has  been  there 
when  the  people  of  Alaska  needed  the  help  from  the  Federal  Gov- 
ernment. 

I  thank  you,  again,  for  your  commitment  to  small  business  and 
for  allowing  me  to  appear  at  your  field  hearings  today.  We  look  for- 
ward in  the  coming  months  to  working  with  you  and  your  commit- 
tee to  restructure  this  agency.  We  will  be  glad  to  answer  any  ques- 
tions. 

[The  prepared  statement  of  Mr.  Cox  follows:] 
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Testimony  of 

FRANK  D.  COX 

DISTRICT  DIRECTOR 

ANCHORAGE  DISTRICT  OmCE 


Chairman  Bond  and  Senator  Stevens,  thank  you  for  the 
opportunity  to  appear  before  you  and  present  an  overview  of  the 
SBA  operations  in  Alaska.   I  am  accompanied  today  by  Gretchen 
Sorensen,  Regional  Administrator  for  Region  X  which  encompasses 
the  five  states  of  the  Pacific  Northwest,  and  Jon  DeVore, 
District  Counsel  for  the  Anchorage  District  Office. 

It  is  always  a  pleasure  to  welcome  you,  your  staff  and 
members  of  the  Committee  on  Small  Business  to  Alaska  and  the 
opportunity  to  help  enlighten  you  about  our  unique  and  beautiful 
state  of  Alaska  is  very  good.   Of  course.  Senator  Stevens,  as  we 
know  from  experience,  has  been  a  strong  advocate  for  small 
businesses  in  Alaska  for  over  twenty  five  years. 

My  Presentation  will  focus  on  three  areas  of  SBA  support  for 
small  business  in  Alaska.   What  you  will  learn  and  hear  from 
other  witnesses  today  is  how  critical  and  large  of  a  role  this 
agency  plays  in  the  economy  of  this  state.   I  stress  this  is  a 
partnership  between  the  federal  agencies,  state  and  local 
governments,  financial  institutes,  and  most  importantly,  the 
individuals  and  hard  working  small  businesses  in  Alaska.   I  will 
focus  on  three  areas: 

1.  Access  to  capital 

2.  Economic  development 

3.  Advocacy  issues 

OVERVIEW 

Alaska  is  a  small  business  state.   The  Anchorage  District 
Office  territory  is  comprised  of  the  entire  State  of  Alaska — 
586,000  square  miles  and  approximately  550,000  in  population. 
This  is  the  largest  geographic  area  of  any  SBA  office.    The 
Census  Bureau  measurement  standards  classify  the  District  as  59% 
Rural  and  41%  Urban.   Anchorage  with  a  population  of 
approximately  230,000  comprises  the  major  city  and  economic 
center  of  the  state  but  other  communities  play  a  large  and 
significant  role.   Alaska's  economy  is  driven  by  resource  and 
fisheries  development,  tourism,  and  government.   Alaska's  economy- 
is  comprised  of  35%  services,  36%  retail  trade,  12% 
transportation,  8%  manufacturing,  7%  construction,  6%  mining,  and 
6%  finance. 

Although  continuing  to  decline,  Alaska's  unemployment  rate 
remains  above  the  national  average.   Alaska's  unemployment  rate 
was  6.8%  on  May  31,  1995  in  comparison  to  5.5%  nationally.   At 
the  end  of  Fiscal  Year  1991,  the  rate  was  9.7%;  the  rate  of  1992 
was  8.5%  and  for  1993  it  was  7.5%.    The   SBA  has  played  and  will 
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continue  to  play  a  large  role  in  reducing  these  figures  by 
assisting  small  businesses,  lenders,  and  other  federal  agencies 
through  our  contracting  program  with  economic  development  and  job 
creation. 

The  State  of  Alaska  encompasses  an  extremely  diverse  population 
that  spans  the  entire  social  and  economic  spectrum.   A  high 
percentage  of  this  young,  fiercely  independent  population  takes 
the  plunge  into  small  business  ownership,  often  depending  on  the 
SBA  assistance  with  start  up  counselling  and  access  to  Alaska's 
limited  capital  market  through  loan  guaranties.   SBA  fosters 
growth  and  development  of  minority  owned  enterprises  in  Alaska 
with  the  8(a)  program  which  is  designed  to  give  these  businesses 
access  to  federal  government  contracting  for  goods  and  services. 

The  mission  of  the  Anchorage  District  Office  is  to  help 
small  business  owners  get  into  business  or  stay  in  business  and 
expand.   All  SBA  programs  are  designed  to  provide  financial  or 
management  assistant  to  small  business  or  to  assist  communities 
with  economic  development.   Allow  me  to  put  these  statements  into 
perspectives. 

According  to  the  Bureau  of  Census,  the  total  number  of  firms 
operating  in  Alaska  is  approximately  50,000.   Of  these  firms  over 
14,000  are  women  owned  or  approximately  29%  of  the  total;  African 
American  owned  businesses  is  over  1%  of  the  total;  Asian  and 
Native  American,  including  American  Indian,  Aleut,   Inuit, 
businesses  comprise  over  5000  enterprises  or  over  10%  of  the 
total  businesses  in  Alaska.   Approximately  24.5%  of  the  Alaska 
general  population  is  minority  and  12.3%  of  the  businesses  are 
minority  owned.   Based  on  the  national  census  96.8%  of  the 
businesses  in  Alaska  are  classified  as  small.   Small  businesses 
in  Alaska  provided  over  66%  of  the  private  non  farm  employment  in 
the  state  in  comparison  to  approximately  53.5%  nationally. 

The  role  of  the  SBA  with  financial  assistance  to  small 
businesses  has  seen  a  substantial  growth  since  the  real  estate 
and  financial  crash  of  the  mid-1980's.   In  Fiscal  Year  1991,  SBA 
generated  79  loans  with  a  total  value  of  $20  million.   In  fiscal 
year  1992,  that  rose  to  145  loans  with  a  total  value  of  $46 
million.   And  in  fiscal  year  1993  the  total  loan  volume  rose  to 
218  loans  with  a  total  value  of  $50  million.   In  Fiscal  year 

1994,  the  District  Office  approved  268  loans  with  a  total  volume 
of  $57.4  million. 

The  latest  loan  statistics  for  the  first  three  guarters  of 
this  fiscal  year  are  very  encouraging.   Through  he  end  of  June, 

1995,  SBA  has  twelve  participating  lenders  doing  business  in 
Alaska.   266  loans  were  authorized  with  a  total  value  of 
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approximately  $44  million.  Of  these  loans,  115  were  authorized 
under  the  SBA  LOWDOC  program.  Over  $23  million  was  invested  in 
rural  small  business.  Based  on  the  borrower's  and  the  bank's 
estimates,  we  calculate  that  455  jobs  were  directly  created  and 
many  more  were  retained  with  the  assistance  of  the  SBA.  By  the 
end  of  this  year,  we  expect  the  total  loan  volume  to  be  higher 
and  the  dollar  values  to  exceed  $50  Million. 

In  the  past  thirteen  years,  SBA  has  approved  3014  business 
loans  and  loan  guarantees,  totalling  over  $622  million.    The 
current  portfolio  if  approximately  1800  loans  with  a  total  value 
of  $200.1  Million.   These  figures  do  not  include  the  substantial 
disaster  loan  approvals.   This  disaster  loan  program  has  been 
critical  to  the  State  of  Alaska  during  extreme  times  of  need  such 
as  the  1964  earthquake  in  Southcentral  Alaska,  the  1967  flood  in 
Fairbanks,  and  the  smaller  but  none  the  less  devastating 
disasters  in  Norton  Sound  and  along  the  Yukon  River.   SBA  has 
been  there  when  the  people  of  Alaska  needed  the  help  from  the 
federal  government. 

THE  BIGGER  PICTURE 

Notably,  President  Clinton  in  1993  specifically  targeted  the 
SBA  for  restructuring  as  a  pilot  performance  agency  under  the 
National  Performance  Review  (NPR) ,  also  known  as  "Reinventing  of 
Government."   We  have  seen  a  12%  reduction  in  our  headquarters 
staff  in  Washington, D.C.  and  62%  reduction  in  our  10  regional 
offices.   The  SBA's  actual  operating  budget  authority  decrease  by 
2%  in  Fiscal  years  1993  and  1994.   SBA  has  streamlined  its 
internal  operations  and  customer  service  delivery  systems. 
Nationwide  the  SBA  has  approved  38%  more  business  loans  in 
numbers  and  increased  28%  in  dollars  with  less  operating  staff. 
A  goal  of  the  management  of  the  SBA  is  to  reduce  the  middle 
management  while  improving  the  efficiency  in  customer  service  and 
program  delivery. 

The  staff  in  the  Anchorage  District  Office  has  stabilized 
over  the  past  few  years  to  21  employees.   Because  of  budget 
reductions,  the  district  office  must  place  greater  emphasis  on 
the  contributions  of  resource  partners  including  banks, 
educational  institutions,  volunteer  counselors,  and  state  and 
community  agencies.   Notably,  the  Region  X  Office  located  in 
Seattle  has  been  or  will  be  shortly  reduced  to  three  employees. 
Our  local  employees  must  interface  with  the  headquarters  staff 
and  provide  more  direct  assistance  to  our  customers  which  include 
the  banks  and  the  small  business  people. 

ACCESS  TO  CAPITAL 

President  Clinton  is  committed  to  easing  the  capital  crunch 
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for  small  business  by  expanding  available  private  venture  capital 
for  growing  companies  and  by  reducing  the  amount  of  paperwork 
required  to  get  a  loan.    SBA's  loan  guarantee  programs  make  us  a 
vital  link  to  any  effort  to  alleviate  the  credit  crunch.   SBA 
loans  are  used  by  lenders  and  small  businesses  for  a  variety  of 
reasons:   where  credit  is  otherwise  not  available,  for  risk 
reduction,  for  longer  repayment  terms,  for  more  attractive  fixed 
or  variable  rates,  and  for  increased  bank  liquidity.   Since  SBA 
is  not  a  collateral-based  lender,  per  se,  we  have  not  established 
rigid  rules  with  respect  to  collateral  required  to  secure  a  loan. 
The  ultimate  criteria  for  SBA  approval  is  a  reasonable  prospect 
for  repayment  of  the  loan  from  the  profitability  of  the  business. 

Financial  assistance  is  the  primary  function  of  the  SBA  and 
access  to  capital  is  the  recurring  requirement  of  small  business. 
The  SBA  provides  guarantees  for  loans  that  private  lenders  would 
not  make  on  their  own  under  similar  terms  and  conditions.   The 
SBA  is  one  of  the  largest  sources  of  long-term  small  business 
financing  in  the  nation. 

Also,  the  SBA  has  a  national  disaster  loan  portfolio 
consisting  of  loans  for  businesses,  farms  and  homes  adversely 
impacted  by  natural  disasters  such  as  floods,  hurricanes, 
tornadoes  and  volcanic  eruptions. 

Financial  assistance  is  provided  to  small  businesses  through 
the  following  programs: 

7  fa)  Guaranty  Lending.   Loan  funds  are  provided  by  private 
lenders  to  existing  or  beginning  businesses.   A  percentage 
of  the  loan  amount  up  to  $500,000  is  guaranteed  by  the  SBA. 
SBA  works  with  nearly  all  of  the  banks  in  Alaska,  plus 
several  non-bank  lenders. 

Direct  Lending.   The  Handicapped  Assistance  Loan  program  was 
the  only  direct  lending  program  funded  for  FY  1994  and  FY 
1995.   The  funds  are  very  limited  and  committed  to  loan 
applicants  on  a  quarter-by-quarter  basis.    Alaska  has 
traditionally  been  one  of  the  largest  users  of  direct  loan 
funds  in  Region  X  when  the  funds  were  available. 

Micro  Lending.   These  small  loans  up  to  $25,000  help 
entrepreneurs  in  inner-city  and  rural  areas  form  small, 
often  home-based  enterprises.   We  have  one  micro-loan  lender 
in  our  immediate  area.  The  Community  Economic  Development 
Corporation  located  in  Anchorage,  Alaska   serves  the  entire 
state.   The  micro  lending  program  also  provides  technical 
assistance  grants  to  the  financial  intermediaries  for 
specific  counseling  of  micro  businesses  on  their  unique 
management  concerns. 
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504\Certif led  Development  Company.   The  504  loan  program 
provides  long  term,  fixed  rate  financing  at  reasonable  rates 
for  businesses  planning  to  build,  acquire  industrial  or 
commercial  buildings,  or  to  buy  machinery  and  equipment. 
There  is  one  CDCs  in  our  SBA  district  territory.    There  are 
still  on  the  SBA  books  a  number  of  loans  funded  through  the 
predecessor  of  these  program  as  well. 

Small  Business  Investment  Companies.   The  SBIC  program 
combines  private  capital  with  SBA-guaranteed  funds.   It 
provides  venture  capital  for  start-up  and  growth.   There  are 
no  SBICs  in  the  district  territory. 

Disaster  Assistance.   Low  interest  loans  help  individuals, 
homeowners  and  businesses  rebuild  after  a  disaster.   As  I 
related  earlier,  this  has  been  a  critical  program  to  the 
people  of  this  state.   During  times  of  crisis,  this  agency 
has  been  in  the  forefront  of  assistance  to  local  people  and 
communities  in  rebuilding  lives  and  business  shattered  by 
natural  events  beyond  anyone's  control. 

Surety  Bonds.   SBA  is  authorized  to  guarantee  to  a  qualified 
surety  up  to  90  percent  of  losses  incurred  under  bid, 
payment  or  performance  bonds  issued  to  contractors  on 
contracts  valued  up  to  $1,250,000.    For  the  past  five  years 
we  have  been  averaging  nearly  $155  million  a  year. 

One  Stop  Capital  Shops.   Fifteen  urban  centers  will  have 
One-Stop  Capital  Shops  which  combine  management,  technical 
and  financial  information  for  small  businesses  in  one 
convenient  location.     Because  of  the  size  of  our  state, 
this  program  has  not  been  located  in  Alaska. 

Low-Doc  Lending.   Recent  SBA  innovations  include  the  LowDoc 
loan  program  which  sharply  reduces  the  paperwork  burden 
imposed  on  lenders  by  allowing  a  one-page  SBA  application 
for  loans  of  $100,000  or  less.   The  program  was  piloted  in 
late  1993  and  was  introduced  nation-wide  in  July,  1994.   The 
approval  process  focuses  on  character,  credit  and  business 
experience.   Loans  can  be  made  for  an  existing  business,  a 
business  purchase  or  a  business  start-up.   The  application 
form  for  loans  under  $50,000  consists  of  a  single  page. 
Applications  for  loans  from  $50,000  to  $100,000  include  the 
1-page  short  form  application  plus  the  applicant's  income 
tax  returns  for  the  previous  three  years  and  personal 
financial  statements. 

During  the  two  thirds  of  the  fiscal  year  (October  1,  1994 
to  June  30,  1995)  the  Anchorage  District  Office  was  assigned 
115  LowDoc  loans  for  $6.1  million. 
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FA$TRAK.   To  increase  the  availability  of  SBA  financial 
assistance  to  those  small  firms  wanting  to  borrow  less  than 
$100,000,  selected  lenders  will  be  given  the  authority  to 
approve,  service  and  liquidate  loans  up  to  $100,000  with  a 
maximum  guaranty  of  50%. 

In  summary,  an  economic  partnership  exists  between  SBA  and 
the  national  banking  community.  We  help  banks  with  their  small 
business  clients  to  become  more  competitive  and  create  jobs. 

We  have  redesigned  our  financial  assistance  tools  to  meet 
customer  needs  more  effectively  and  make  them  more  user  friendly. 
The  unprecedented  loan  production  numbers  for  FY  1994  show  that 
in  addition  to  becoming  a  more  responsive,  cost-effective  and 
customer-oriented  agency,  the  SBA  is  having  a  larger  and  more 
focused  impact  on  economic  growth  than  every  before. 

ECONOMIC  DEVELOPMENT 

SBA  has  developed  an  extensive  national  network  of  resource 
partners  to  stimulate  economic  development.   They  provide  much 
needed  business  education  and  training  to  small  business  owners. 
This  training  is  often  critical  to  the  success  of  small  business 
owners  who  cannot  afford  the  costs  of  private  consultants.   These 
programs  often  make  the  difference  between  success  and  failure. 

Some  of  the  economic  development  support  programs  provided 
through  the  Anchorage  City  SBA  District  Office  are: 

o     The  Service  Corps  of  Retired  Executives  (SCORE)  offers 
counseling  services  through  area  chapters.   This  is  a 
program  which  has  been  growing  in  our  District.   There 
are  11  volunteers  with  anaverage  of  three  cases  a 
month,  and  this  is  increasing  due  to  the  opening  of  an 
office  in  the  local  Small  Business  Development  Center. 
These  volunteers  are  retired  business  men  and  women  who 
give  back  to  this  nation  their  accumulated  knowledge 
and  expertise  through  community  service. 

o    The  Small  Business  Development  Center  (SBDC)  program 
operates  at  five  sites  in  the  SBA  district  territory. 
These  federal-state  partnerships  offer  business 
development  counseling,  training,  research,  and  loan 
packaging.   SBDCs  completed  over  966  counseling  cases 
in  1994.   In  addition  to  counseling,  2,572  people 
attended  143  training  activities.   The  federal  budget 
for  SBDCs  in  our  state  is  $277,706.   The  state  and  host 
universities  provide  a  similar  contribution  of  funds 
and  in-kind  services  to  the  annual  cooperative 
agreement. 
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Business  Information  Centers  are  opening  in  cities 
across  the  nation  to  provide  more  concentrated 
technical  information  on  owning  and  operating  a  small 
business  via  computer  data  bases,  CD-ROM  and  technical 
manuals  on  a  wide  variety  of  business  types  in  the 
retail,  wholesale,  and  service  trades.   A  center  has 
not  yet  opened  in  the  district  office  but  we  anticipate 
one  in  the  future. 


ADVOCACY 


Forty-two  years  ago,  the  Congress  and  President  Eisenhower 
recognized  the  importance  of  small  business  and  established  the 
SBA  to  help  small  companies  get  started,  expand  and  create  jobs. 

As  a  part  of  this  process,  SBA  has  been  a  vocal 
representative  of  small  business  interests.   Supporting  and 
sustaining  this  entrepreneurial  spirit  creates  jobs  for  our 
nation's  citizens  and  strengthens  the  overall  economy  of  our 
nation. 

The  SBA  has  a  strong  advocacy  voice  throughout  the 
Government  for  small  business.   While  we  have  specific  advocacy 
functions,  such  as  our  Government  Contracting  assistance  programs 
and  the  Small  Business  Innovation  and  Research  Program,  true 
advocacy  must  go  beyond  looking  at  leveraging  SBA  programs. 

Accordingly,  we  are  spearheading  this  Administration's 
efforts  to  reduce  the  regulatory  burdens  on  small  business. 
During  the  White  House  Conferences  on  Small  Business  held  in 
Anchorage,  in  November,  1994  and  Nationally  in  1995,   the 
participant  recommendations  suggested  that: 

o    Congress,  through  the  small  business  committees,  should 
increase  the  level  of  funding  in  the  7(a)  program; 

o    Quality  business  education  and  training  through 
existing  resource  providers  be  reinforced  by  utilizing 
current  advances  in  information  technology;  and 

o    Advocacy  be  augmented  by  decreasing  the  regulatory  and 
paperwork  burdens  and  that  the  SBA's  advocacy  efforts  for 
opening  doors  to  federal  contract  opportunities  be  further 
enhanced. 

CONCLUSION 

In  conclusion,  the  SBA  plays  an  important  national  role  as  a 
catalyst  and  partner  in  business  and  economic  development.   It 
continues  to  be  a  progressive  agent  for  economic  stimulus. 
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Our  vision  for  SBA  is  to  maximize  the  taxpayer  dollar  in 
rendering  service  to  small  business.   The  agency  provides  the 
government's  most  flexible  and  innovative  economic  development 
programs  and  opportunities  for  our  nation's  small  businesses. 


I  thank  you  again  for  your  commitment  to  small  business  and 
for  allowing  me  to  appear  at  your  field  hearing  today.   We  look 
forward  in  the  coming  months  to  working  with  you  and  your 
committee  staff  to  restructure  the  agency. 

I  will  be  glad  to  answer  any  questions. 
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Chairman  BOND.  Thank  you  very  much,  Mr.  Cox. 
Ms.  Andrews. 

STATEMENT  OF  ELEANOR  ANDREWS,  PRESIDENT,  ANDREWS 
GROUP,  ANCHORAGE,  ALASKA 

Ms.  Andrews.  Thank  you,  Chairman  Bond  and  Senator  Stevens. 
I  asked  to  be  with  this  panel  of  Government  and  banking  people 
because  I  have  a  background  in  Government  and  an  agency  much 
like  the  Small  Business  Administration.  I  worked  for  the  State  of 
Alaska  as  Commissioner  of  Administration,  which  is  an  agency 
that  regulates  and  also  provides  direct  services  and  I  think  some- 
times the  public  doesn't  understand  the  need  to  regulate  to  make 
sure  that  the  services  are  delivered  to  the  people  who  need  the 
service  in  a  manner  that's  prescribed  by  law.  So  I  wanted  to  come 
up  here  and  more  or  less  say  that  I  think  that  the  SBA  does  a  very 
good  job  of  delivering  services  with  the  very  onerous  requirements 
and  regulation  that  they  didn't  help  create. 

I  am  an  8(a)  contractor  who's  been  in  the  program  since  1987. 
When  I  was  approved  in  THE  program,  the  approval  level  was  at 
the  district  or  regional  level  and  I  think  that  my  approval  was 
probably  a  little  bit  more  expeditious  than  people  are  experiencing 
now  because  I  was  known  to  the  people  who  were  reviewing  my  ap- 
plication. I  think  that  the  farther  that  you  get  away  from  that  en- 
tity in  the  regulation  and  approval  process,  the  more  burdensome 
it  becomes  and  it  becomes  merely  a  bureaucratic  box  checking  rath- 
er than  really  checking  on  the  merits  of  the  person  or  the  organiza- 
tion and  what  they  have  to  offer  to  the  business  community. 

I  have  been  a  recipient  of  SBA  services  since  1967,  when  I  re- 
ceived a  disaster  relief  loan  after  the  flood  in  Fairbanks.  The  SBA 
allowed  me  to  pay  on  that  loan  for  3  years  and  came  to  me  later 
and  said,  'Tou  have  had  such  a  good  record  here,  we'd  like  to  loan 
you  some  money  to  go  into  business."  At  that  time,  I  had  two  young 
children  and  a  husband  that  was  in  college  and  couldn't  do  that, 
but  when  I  left  State  government  in  1987,  at  the  very  bottom  of 
Alaska's  economy,  getting  involved  with  the  8(a)  program  and  with 
the  assistance  of  the  SBA  was  about  the  only  business  opportunity 
that  was  available  to  me.  Like  most  people,  I  had  lost  at  least  50 
percent  of  the  value  of  my  real  estate,  which  is  most  of  the  equity 
that  people  have  in  Alaska,  and  was  not  able  to  get  any  kind  of 
loan.  So,  without  SBA's  assistance  and  partnering  with  me  with  an 
experienced  company  and  starting  my  own  business,  I  wouldn't  be 
where  I  am  today.  I  have  approximately  300  employees  and  about 
14  service  contracts.  I  am  a  partner  with  Chugach  Development 
Corporation  in  the  maintenance  and  operations  contract  at  King 
Salmon  Air  Base,  Alaska  and  we  are  looking  at  other  joint  ventures 
together. 

I  think  that  people  don't  recognize  the  kinds  of  things  that  the 
SBA  does  in  this  State  that  are  not  available  in  any  other  place. 
Alaska  is  still  a  new  State.  We  are  almost  like  a  new  nation  in  that 
our  infrastructure  is  still  very  young  and  fragile.  People  say  that 
Government  needs  to  get  out  of  certain  kinds  of  business.  If  Gov- 
ernment hadn't  done  certain  things  in  Alaska,  services  would  not 
have  existed. 
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As  we  evolve  as  a  State  and  until  the  private  sector  either  comes 
in  or  is  willing  to  come  in  and  participate  on  a  profit  basis,  there's 
no  way  to  replace  those  Government  services.  It  has  to  be  on  a 
gradual,  evolutionary  basis.  You  can't  just  cut  it  off  and  say,  "Well, 
we  have  got  a  new  theme  in  America  now,  and  the  private  sector 
ought  to  take  over."  If  the  private  sector  isn't  there  in  place,  that 
infrastructure  is  just  going  to  fall  apart. 

So  I  hope  that  in  your  consideration  of  what  kind  of  support  the 
Small  Business  Administration  is  going  to  give  to  the  citizens  of 
the  Nation  or  to  Alaska,  that  you  consider  our  unique  cir- 
cumstances and  our  unique  needs  here. 

A  lot  of  times  I  lose  patience  with  people  who  say  that  we  are 
different,  but  in  many  respects  we  are  different  because  we  just 
don't  have  things  that  exist  in  other  places.  So  I  hope  that  in  your 
consideration  of  the  future  of  the  Small  Business  Administration, 
that  you  take  a  look  at  the  service  delivery  and  how  that  can  be 
streamlined.  If  there  are  onerous  requirements,  the  recipients  of 
the  programs  didn't  create  them  or  write  the  regulations.  Please  do 
not  punish  the  recipients  who  have  taken  the  assistance  provided 
by  this  administration  and  grown  business  and  the  economy  of 
Alaska.  Thank  you. 

Chairman  Bond.  Thank  you  very  much,  Ms.  Andrews,  for  your 
testimony  and  your  comments  about  the  SBA.  Let  me  ask  Senator 
Stevens  to  begin  the  questioning  for  this  panel.  Senator  Stevens. 

Senator  Stevens.  Thank  you  very  much,  Mr.  Chairman.  I  do  un- 
derstand you,  Ms.  Andrews,  and  I  think  we  need  to  get  some  great- 
er focus  on  the  underdeveloped  and  undeveloped  areas  of  our  econ- 
omy in  terms  of  SBA.  We  have  lacked  that  emphasis  and  there  cer- 
tainly is  a  growing  need  for  that  emphasis.  I  think  it  will  come 
about  under  Senator  Bond's  bill. 

Let  me  ask  you,  Frank,  what  is  the  rate  of  call  on  your  guaran- 
tees? Do  you  have  that  for  Alaska? 

Mr.  Cox.  Well,  what  we  are  calling  the  failure  rate  right  now  is 
about  2.8  percent. 

Senator  Stevens.  That's  a  very  low  rate  nationally;  isn't  it? 

Mr.  Cox.  It  is  for  SBA. 

Senator  Stevens.  I  share  the  concern  about  having  too  much  of 
a  national  influence  in  terms  of  some  of  these  activities  because  I 
think  that  we  need  a  greater  involvement  of  understanding  the 
communities  in  which  the  guarantees  are  given.  I  am  glad  to  hear 
you  say  Ms.  Sorensen  is  here.  Where  is  Ms.  Sorensen? 

Ms.  Sorensen.  Here  I  am,  sir. 

Senator  Stevens.  Come  on  up  and  say  hello,  if  the  Chairman 
doesn't  mind.  This  is  the  boss. 

Chairman  Bond.  Please. 

Senator  Stevens.  This  is  the  boss.  Thank  you  very  much.  It  is 
nice  to  see  you.  I  am  concerned  about  some  of  the  things  that  we 
have  been  hearing  that  there  may  be  some  feeling  on  the  national 
administration  level  now  that  people  that  have  a  period  of  experi- 
ence in  the  SBA  ought  to  be  sort  of  recycled  and  transferred  to 
other  places.  Is  that  some  new  policy  that's  being  developed,  as  far 
as  the  SBA  is  concerned?  I  mean  you  know,  obviously,  we  would 
like  to  have  the  continued  expertise  and  ability  of  the  people  who 
have  been  familiar  with  our  area  and  I  don't  see  what  good  it 
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would  do  to  transfer  people  like  Frank  down  to  Atlanta.  He  knows 
this  community  and  this  State  and  we  need  him,  but  is  there  some- 
thing coming  that  we  don't  know  about? 

Ms.  SORENSEN.  Senator,  perhaps  you  are  making  reference  to  a 
comment  that  was  made  by  our  deputy  administrator  at  our  na- 
tional management  committee  board  meeting  last  week.  She  was 
asked  a  very  similar  question  on  the  part  of  a  district  director,  and 
her  response  was  that  that  in  fact  is  something  that  the  senior  offi- 
cials of  the  agency  are  looking  into.  I  appreciate  your  comments 
and  would  like  to  work  with  you  and  make  sure  that  your  views 
are  known  to  Mr.  Lader  and  to  Ms.  Pulley. 

Senator  Stevens.  I'd  like  to  schedule  a  meeting  with  them  on 
that  because  I  think  this  is  a  critical  time  for  Alaska.  As  funding 
for  Federal  programs  decline,  there  must  be  a  growth  of  private 
sector,  as  Ms.  Andrews  has  described,  on  a  phase-in  basis.  Having 
just  come  off  the  Yukon,  ask  Jan  about  that,  there's  no  question 
but  that  there  are  a  lot  of  young  people  up  there  that  have  been 
off.  They  have  some  college,  and  some  training,  and  they're  eager 
to  get  involved  in  business.  I  think  that  people  from  other  parts  of 
the  country  wouldn't  understand  what  is  going  on  up  there.  So  I 
would  hope  that  you'd  relate  to  them  our  concern  about  this  con- 
cept of  a  rotation  policy.  It  may  be  wise  in  other  areas,  but  I  don't 
see  it  in  SBA.  I  would  like  to  further  discuss  that  with  you,  but 
I  am  pleased  you  came  and  it  is  a  very  nice  thing  that  you  have 
come  up  for  this. 

Jan,  one  of  the  things  that  bothered  me  about  the  problem  out 
there  in  the  Yukon,  and  I  have  got  all  that  fresh  in  my  mind,  is 
here  is  all  this  oil  brought  in,  it  is  our  oil,  it  goes  down  south  and 
comes  back  up  refined.  The  cost  of  it  up  there  is  about  $2.75  a  gal- 
lon for  heating  oil  and  a  little  bit  more  than  that  I  think  for  their 
gasoline.  They're  surrounded  by  these  beautiful  forests,  and  I  said 
why  don't  you  go  to  using  earth  stoves  or  put  more  fireplaces  in 
your  buildings,  and  I  was  told  that  our  Alaska  State  housing  regu- 
lations and  the  HUD  regulations  forbid  the  use  of  wood  in  any  form 
for  heating  in  the  homes  of  rural  Alaska.  Are  you  familiar  with 
that? 

Ms.  Fredericks.  I  am  somewhat  familiar,  by  Glenn's  involve- 
ment in  the  past  with  the  housing  authority,  and  I  know  this  was 
one  of  his  concerns.  As  you  know  in  the  upper  Kuskokwim  region, 
there's  sufficient  timber  that  makes  it  viable  to  have  an  industry 
and  to  be  able  to  supply  local  lumber.  But  some  of  the  Federal 
specifications  cannot  be  met.  For  instance,  one  of  the  specifications 
I  know  and  am  familiar  with  is  that  lumber  has  to  be  kiln  dried, 
and  there  is  certainly  no  way 

Senator  Stevens.  There  is  no  kiln  in  Alaska. 

Ms.  Fredericks  [continuingl.  That  we  could  make  that  viable. 

Senator  Stevens.  I  would  like  to  suggest,  and  Mr.  Chairman,  it 
is  not  going  to  be  your  problem,  but  I  am  going  to  try  and  see  if 
we  can't  get  a  conference  sometime  December,  January,  some  of 
these  people  from  Federal  agencies  and  get  them  in  here  and  have 
some  understanding  of  the  way  that  money's  flowing  out  of  Alaska. 
It  is  flowing  out  of  Alaska  for  oil,  it  is  flowing  out  of  Alaska  for  kiln 
dried  timber,  it  is  flowing  out  of  Alaska  for  all  sorts  of  things.  I  saw 
a  whole  subdivision  up  there  that's  plumbed  and  got  sewer  facili- 
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ties  in  it,  but  guess  what,  that  wasn't  one  of  the  villages  that  had 
water  and  sewer  connections  and  they're  not  scheduled  now  for  an- 
other 5  years  to  come  online.  There  is  no  coordination  between 
these  things  and  besides  that,  where  they  do  have  the  water  and 
sewer,  I  asked  if  there's  any,  you  know,  small  business  coming  on 
that  could  maybe  service  four  or  five  villages  at  a  time  and  do  the 
plumbing,  heating,  repairs,  et  cetera,  and  there  is  none.  The  place 
is  just  crying  out  for  small  business  development  and  they  got  peo- 
ple who  have  the  ability  to  do  that. 

I  really  think  that  some  of  the  things  that  you  said  are  very  im- 
portant. One  of  the  things  in  particular  is  this  comment  about 
these  SBDC  fees.  I  think  that  the  chairman  is  talking  about  fees 
to  be  charged  in  making  the  loans,  but  these  fees 

Ms.  Fredericks.  Fees  for  counseling. 

Senator  Stevens.  Nominal  fees  for  consulting  services,  I  don't 
understand  those.  When  did  they  go  into  effect? 

Ms.  Fredericks.  Well,  I  don't  know  that  they're  in  effect  yet,  but 
there  have  been  many  recommendations  that  SBDCs  begin  to 
charge  fees  for  counseling  and  in  the  recent  House  report  that 
came  out  of  the  House  Appropriations  Committee  they  used  the 
Minority  Business  Development  Center  as  an  example.  Here  in 
Alaska,  the  contractor,  Alaska  Village  Initiatives,  Perry  Eaton,  over 
a  year  ago  simply  refused  to  continue  to  operate  that  program  be- 
cause of  the  burdensome  reporting  and  fees  and  time  keeping  on 
the  part  of  his  people.  He  decided  he  could  continue  to  operate  the 
program  himself  and  do  it  cheaper. 

So  we  believe  the  fees  are  going  to  be  extremely  detrimental  to 
the  program  and  most  of  the  clients  that  we  see  are  not  in  a  posi- 
tion to  pay  fees,  or  they  would  be  at  private  sector  consultants. 

Senator  Stevens.  We'll  have  to  look  into  that  for  you.  One  of  the 
things  that  you  talked  about.  Marc,  is  the  problem  of  this  refmanc- 
ing  existing  debt  and  I  have  to  confess.  Kit,  I  don't  know  how  that's 
handled  in  your  new  bill.  Is  it  covered? 

Chairman  Bond.  Ted,  frankly,  some  of  the  mechanisms  put  in 
place  by  the  Small  Business  Administration  to  keep  loan  demand 
under  control  were  things  that  were  imposed  without  clearing 
through  the  Small  Business  Committee.  That's  a  process  that  we 
have  a  minimum  amount  of  high  enthusiasm  for.  We  are  address- 
ing that.  We  believe  that  the  lower  budget  that  we  are  going  to  be 
forced  to  operate  with,  and  as  you  know  everybody's  being 
squeezed.  Small  Business  Administration  is  being  squeezed  par- 
ticularly. There  are  some  who  feel  that  we  ought  to  let  the  invisible 
hand  of  Adam  Smith  take  care  of  small  businesses.  Frankly,  I  am 
not  of  that  position.  I  don't  agree  with  that.  I  think  that  we  have 
to  have  a  continued  small  business  presence  and  frankly,  we  are 
going  to  be  operating  with  substantially  less  money,  but  you  and 
I,  Ted,  as  members  of  the  Appropriations  Committee  will  have  to 
find  some  allies,  because  these  things  that  we  are  doing  are  frankly 
designed  to  keep  the  SBA  programs  viable  in  an  era  of  limited  re- 
sources. 

In  the  bill  that  we  passed  in  the  Senate  last  Friday,  we  lowered 
the  loan  guarantee  from  90  percent  to  75  percent,  except  for  the 
low  doc  loans  which  are  at  80  percent.  Frankly,  that  lowers  the 
amount  that  we  have  to  appropriate  as  a  subsidy,  which  is  really 
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a  subsidy  for  expected  losses.  The  loss  ratio  nationally  has  come 
down  very  significantly. 

I  think  that  bankers  such  as  Mr.  Langland  who  know  that  they 
have  money  at  risk  are  probably  far  better  judges  of  the  credit  wor- 
thiness of  their  borrowers  than  anybody  in  a  governmental  agency 
can  be. 

We  have  had  to  increase  the  fees  on  the  guaranteed  loan  from 
2  percent  to  3,  to  3.75  percent,  except  for  the  low  doc  loans  which 
will  remain  at  2  percent.  And  we  have  had  to  add  an  annual  fee 
of  50  basis  points  per  year  on  all  loans.  We  have  essentially  cut  the 
loan  subsidy  in  half.  We  believe  that  our  best  guess  is  that  this  will 
keep  the  program  viable,  yet  reduce  the  amount  that  we  have  to 
appropriate  as  a  subsidy,  so  we  will  be  able  to  loan  more  money. 

We  specifically  do  not  like  the  ban  on  refinancing  and  the 
$500,000  limitation.  We  think  this  new  fee  structure  will  permit 
the  SBA  to  accommodate  that.  We  give  the  SBA  additional  author- 
ity to  raise  fees  if  in  the  first  quarter  it  appears  that  despite  all 
of  the  additional  fees  and  greater  risks  that  the  lenders  have  to 
incur  that  the  loan,  that  the  available  funds  will  run  out  before  the 
end  of  the  year.  We  are  trying  to  continue  the  viability  of  the  pro- 
gram in  an  era  of  significantly  more  limited  resources. 

Senator  Stevens.  I  am  glad  to  hear  that,  but  it  does  seem  to  me 
Marc  makes  a  point.  If  the  lender  is  going  to  take  a  greater  portion 
of  the  risk,  I  should  think  that  the  lender  should  make  the  deter- 
mination of  where  the  proceeds  can  be  applied,  particularly  in 
terms  of  retirement  of  existing  debt.  What  they're  really  doing  is 
saving  a  small  business  and  giving  that  business  a  new  extension 
in  life.  They  should  be  able  to  make  the  judgment  of  whether  or 
not  those  proceeds  can  be  used  to  repay  an  existing  debt  and 
whether  it  is  sound  business  judgment  to  allow  that  to  take  place. 
I  don't  think  the  SBA  regulations  should  prohibit  that.  And  I  hope 
that  we  can  take  care  of  that  somehow. 

Chairman  Bond.  I  think  that  is  what  we  did,  Senator  Stevens. 
The  idea  was  they  were  running  out  of  money.  They  only  had  so 
much  money  available.  The  SBA  had  to  look  at  ways,  administra- 
tively, to  limit  the  demand,  because  there's  far  more  demand  than 
they  had  credit  subsidies  appropriated  for  and  essentially  the  loan 
guarantee  program  was  running  out.  They  imposed  a  number  of  re- 
strictions on  the  kinds  of  loans,  the  amount,  lowered  to  $500,000, 
no  refinancings,  just  to  make  sure  that  they  could  keep  the  loan 
program  alive. 

I  think  that  the  approach  that  we  have  taken  is  a  sounder  ap- 
proach. 

Mr.  Langland.  Mr.  Chairman,  if  I  may,  or  Senator  Stevens,  I 
certainly  agree  with  you.  There's  a  demand  there  and  the  consist- 
ent program  is  critical  to  be  able  to  administer  either  for  SBA  or 
the  banking  system.  If  we  keep  having  these  dips  and  valleys  of 
funding  and  different  changes  of  regulation,  it  makes  it  extremely 
difficult  to  administer  the  credit  needs  of  the  community.  So  I 
think  the  sooner  we  get  to  something  that's  a  stable  process  that 
makes  sense,  like  Senator  Stevens  says,  that  the  banking  commu- 
nity can  underwrite  better  and  let  us  do  the  underwriting  and  have 
a  more  consistent  program  would  greatly  enhance  our  ability  to 
perform  under  these  requirements. 


54 

If  I  may  make  one  more  statement  that's  not  in  my  comments. 
You  did  mention  the  regulatory  issues.  There's  one  issue  that  I 
have  seen  in  the  banking  community,  directly  from  banking's  side, 
and  more  specifically,  I  think,  from  our  customers',  is  the  tremen- 
dous burden  we  have  coming  out  of  the  regulations  and  laws,  and 
that  is  not  just  the  issue  that  regulators  are  trying  to  correct,  but 
the  lack  of  common  sense  in  relating  to  the  regulation  and  the  law 
to  how  it  is  to  be  administered  and  the  results  supposed  to  be  pro- 
vided. And  it  seems  to  me,  that  over  the  30  years  I  have  been  in 
this  business,  this  is  the  most  devastating  thing  for  the  small  busi- 
ness person  that  I  have  ever  seen.  There  has  been  a  straight-up 
incline  of  conflicting  issues  that  makes  it  almost  impossible  to  run 
a  business  and  be  legal.  Honestly,  you  can't  run  a  business  out 
there  now  without  violating  a  law.  And  it  is  just  a  question  of  when 
or  what  agency  wants  to  get  to  you.  It  is  a  terrible  process  that  af- 
fects our  business  people  and  it  is  not  necessary.  It  is  the  most  per- 
vasive thing  that  I  have  seen  happen  in  my  career  for  my  cus- 
tomers and,  certainly,  for  the  banking  environment. 

Senator  Stevens.  We  are  still  fighting  that  battle  in  regulatory 
forum.  We  agree  with  you.  I  was  just  thinking  about  a  fellow  when 
I  was  out  in  the  arctic,  he's  running  a  small  airline  now.  He's  got 
two  planes  and  another  pilot  and  himself  and  they  live  in  a  little 
building  with  their  office.  He  pulled  out  from  underneath  his  bed 
and  the  other  pilot  pulled  out  from  underneath  his  bed,  two  boxes 
of  stuff  that  they  have  to  do  almost  monthly  to  keep  certified  with 
FAA,  to  keep  everybody  informed  about  their  loan  process,  and 
they  did  have,  I  think,  one  of  your  loans,  Frank.  They  said  these 
people  assumed  that  everybody  has  a  computer  and  everybody  is 
online  and  everybody's  got  a  secretary  and  someone  to  answer  the 
phone.  They  said  they  have  both  planes  flying  in  the  summertime, 
so  there's  no  one  here  for  4  or  5  days.  When  they  come  back  and 
they  find  this,  all  the  stuff  that  they  have  got  to  get  back  in  24 
hours  because  they  are  late  on  one  of  these  forms,  or  they  are  going 
to  be  out  of  business. 

The  regulatory  burden  on  small  business  up  here  is  just  horren- 
dous. That's  another  reason  we  should  have  that  meeting  to  try  to 
find  out  some  way  we  can't  get  a  simplified  form  that  people  can 
file  saying,  you  know,  I  have  done  all  that  you  said  and  you  know, 
contact  me  if  you  disagree  or  something.  They've  got  to  stop  this 
regulatory  burden.  They  have  to  stop  flying  right  in  the  middle  of 
their  best  season  in  order  to  file  these  monthly  reports.  It  just 
doesn't  make  sense. 

And  all  the  monthly  reports  go  to  somebody  who  does  have  a 
computer  who  pays  somebody  else  to  punch  them  into  a  computer 
and  they  go  into  a  tape  that  someone  will  analyze  sometime  in  the 
future  to  see  whether  everything's  all  right.  It  is  just  nonsense.  It 
is  getting  worse.  I  hope  we  can  find  some  way  to  take  that  burden 
off  small  business. 

Are  there  provisions  in  the  bill  addressing  these  regulatory  con- 
cerns of  ours  about  small  business  in  Alaska? 

Chairman  Bond.  Senator,  there's  a  wide  range  of  things.  We  are 
being  gridlocked  right  now  in  moving  forward  on  the  regulatory  re- 
form measure.  That  is  one  of  our  Small  Business  Committee's  high- 
est priorities.  We  have  worked  with  your  junior  colleague,  Senator 
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Murkowski,  who's  been  a  real  leader  in  adding  the  risk  assessment 
provisions  to  our  regulatory  reform  process  so  that  we  use  good 
sound  science. 

Mr.  Langland's  calling  for  common  sense.  I  think  if  there's  one 
cry  that  we  hear  is  we  understand  regulations  are  necessary,  we 
understand  that  we  have  to  keep  water  clean,  food  safe,  protect  the 
environment,  but  for  heaven's  sake,  let's  do  it  with  common  sense. 
We  have  made  a  lot  of  progress.  There's  no  reason  that  we  should 
give  up  on  the  progress  or  there's  no  reason  that  we  should  try  to 
do  things  which  are  not  productive.  So  that  is  a  major  concern  and 
our  Small  Business  Committee  staff  is  staffing  a  regulatory  relief 
task  force  which  is  also  looking  into  the — we  have  our  own  top  10 
list  of  outrageous  regulatory  excesses  that  we  are  working  on. 

Senator  STEVENS.  Thank  you  very  much.  I  have  prolonged  it.  I 
do  appreciate  your  coming  up,  by  the  way. 

Chairman  BOND.  Let  me  ask  just  a  couple  quick  questions.  I 
might  ask  Mr.  Cox  or  Ms.  Sorensen  to  comment  on  the  problem 
that  was  raised  earlier  by  Mr.  Angasan  and  Mr.  Cox  on  the  2-year 
profitable  operations  requirement.  Did  you  have  any  comment  on 
that?  I  thought  we  might  find  out 

Mr.  Cox.  Locally,  we  are  sympathetic  and  they  are  in  the  re- 
gional office.  We  have,  we  think,  an  opportunity  to  deal  with  the 
central  office  and  get  them  to  take  another  look  at  this. 

It  is  a  little  hard  to  educate  everybody  about  the  unique  situation 
we  have  here  with  the  Native  regional  corporations  and  some  of 
the  restrictions.  They  keep  referring  to  them  as  tribes  and  such, 
which  doesn't  quite  work,  but  we  are  aware  of  this  and  we  are  sym- 
pathetic and  we  are  going  to  work  with  the  central  office,  see  what 
we  can  do.  It  is  a  problem.  It  is  an  ongoing  problem,  in  my  opinion, 
anyway. 

Ms.  Sorensen.  Just  to  follow  up  on  that,  this  is  not  the  first  time 
since  I  have  been  regional  administrator  where  we  have  had  a 
problem  with  the  Alaska  Native  corporations.  They  remain  an  enig- 
ma to  everybody  in  central  office.  So  what  we  can  do,  what  we  have 
done  is  work  with  the  central  office,  and  if  we  can't  seem  to  solve 
the  problem  on  our  own,  we  may  come  back  to  you  to  have  you  help 
us  with  central  office.  Alaska  is  just  such  an  enigma  to  people  in 
Washington,  D.C.,  and  we  continue  to  have  the  same  problems.  We 
deal  with  the  same  issues  and  we  can  solve  them,  but  we  have  to 
be  persistent  and  we  have  to  work  together. 

Senator  Stevens.  I  am  going  to  look  into  getting  some  informa- 
tion on  the  statistics  on  the  small  business  and  their  portion  of  the 
Alaska  population.  It  is  extremely  small.  If  there's  any  one  place 
that's  underserved  by  SBA  it  is  in  dealing  with  our  basic  minority, 
which  is  the  Alaska  Native  people,  and  I  will  welcome  your  help 
and  we  will  be  there  if  you  want  to  come,  we'll  have  a  meeting  back 
there  in  Washington  and  you  two  can  come  help  educate  some  peo- 
ple in  Washington  for  us  I  think. 

Chairman  BOND.  Well,  Senator  Stevens,  following  up  on  your  di- 
rection, we  do  have  Mr.  Lader  and  Ms.  Pulley's  telephone  number 
and  we  will  discuss  that  with  them.  I  know  that  they  will  be  most 
receptive  when  they  learn  that  the  Senators  from  Alaska  are  most 
interested  in  it,  as  is  the  Senator  from  Missouri  and  we'll  see  if  we 
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can  help  facilitate  a  better  understanding.  I  think  we  may  be  able 
to  provide  some  useful  service  there. 

Let  me  very  quickly,  Ms.  Fredericks,  you  mentioned  the  problem 
with  upfront  fees.  We  don't  like  fees.  We'd  like  to  be  able  to  con- 
tinue to  provide  this  information.  We  have  looked  at  the  possibility 
of  back-end  fees  or  having — when  the  work  of  the  SBDCs  is  suc- 
cessful, getting  some  kind  of  payments. 

Frankly,  we  are  living  in  a  very  limited  budgetary  environment. 
I  found  back  when  we  used  to  be  able  to  charge  honoraria  fees, 
Ted,  when  I  went  out  to  make  a  speech,  people  always  paid  atten- 
tion if  they'd  given  a  small  honoraria,  and  now  when  I  speak  for 
free,  most  people  are  looking  out  the  window  and  eating  dessert  or 
something  like  that. 

I  have  a  feeling  that  if  they  have  to  make  some  contribution  to- 
ward the  services,  they  pay  better  attention  to  it  and  if  you  have 
any  thoughts  foi  us  on  how  we  could  recoup  from  some  of  the  suc- 
cessful clients  you  have,  it  would  be  very  helpful  in  meeting  the 
budgetary  constraints  in  which  we  operate. 

Ms.  Fredericks.  I  guess  that's  a  valid  argument,  but  I  think  if 
you  saw  and  knew  the  clients  we  serve,  they  have  a  great  commit- 
ment in  terms  of  their  time  and  their  enthusiasm  and  they're  the 
fairly  typical  wanna-be  small  business  or  need  to  get  out  of  this 
problem,  and  it  is  really  an  educational  environment. 

The  problem  for  us  in  Alaska,  and  I  hate  to  just  beat  the  drum 
again,  but  when  you  only  receive  $253,000  and  I  only  have  one  per- 
son providing  counseling  in  a  city  of  230,000  people.  It  is  very  dif- 
ficult to  ask  that  person  to  also  administer  the  collection  of  fees. 

I  would  much  rather  see  the  burden  put  on  the  programs  in 
terms  of  leveraging  funds.  I  have  a  bank  now,  a  local  bank  that  has 
provided  me  $300,000  to  be  able  to  expand  our  program  into  the 
Kenai  Peninsula.  That's  an  amazing  amount  of  leverage,  and  so  I 
would  rather  put  the  burden  on  the  State  office  of  the  program, 
perhaps,  and  say  that  you  have  to  provide  a  minimum  of  leverage 
to  receive  this  funding,  but  the  fees,  I  believe,  are  going  to  be  det- 
rimental to  the  program. 

The  other  concern  I  have  is  that  because  we  do  receive  such  a 
limited  amount  of  money,  we  use  a  lot  of  businesses  to  help  us  de- 
liver our  program.  I  am  extremely  worried  that  for  the  very  small 
amount  of  money  we  would  collect  in  fees,  and  I  would  assume  they 
would  be  nominal,  we  would  lose  the  incredible  number  of  volun- 
teers and  the  amount  of  time  they  give  the  program,  and  we  would 
not  be  able  to  serve  the  number  of  people  we  serve  with  the  Fed- 
eral dollars  that  we  receive,  because  they  would  see  us  as  compet- 
ing, then. 

Senator  Stevens.  But  he's  saying,  Jan,  that  the  time  would  come 
when  one  of  these  people  you  cancel  is  successful  getting  a  loan 
from  Marc.  That  on  that  end,  if  they've  been  part  of  the  counseling 
process,  that  there  be  a  portion  of  that  fee  committed  to  this. 

Chairman  Bond.  In  other  words,  if  they  succeed.  We  are  very 
strapped  and  the  appropriations  process  is  going  to  be  very  dif- 
ficult. I  happen  to  believe  that  the  small  business  development  cen- 
ters all  over,  and  I  am  more  familiar  with  them  in  Missouri,  do  a 
tremendous  job.  How  do  we  keep  them  alive,  how  do  we  keep  it 
going?  That's  something  we  are  looking  for,  and  your  testimony  is 
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very  important  because  I  do  believe  that  there  is  a  real  role.  Ms. 
Andrews,  you  mentioned  a  small 

Ms.  Andrews.  Yes,  I  believe 

Chairman  BOND.  The  small  things. 

Ms.  Andrews.  I  believe  a  company  my  size  should  receive  fees. 
One  of  the  things  we  do  is  we  help  grow  small  businesses,  too,  and 
I  have  several  companies  that  are  wanna-be's  and  received  some 
initial  counseling  from  the  SBA  and  SBDC  and  we  provide  an 
amount  of  service  to  them,  but  if  I  have  to  call  down  and  ask  for 
something  and  ask  for  help,  I  don't  think  there's  any  problem  with 
me  being  charged  fees.  It  would  have  been  more  difficult  8  years 
ago,  but  not  impossible,  because  whatever  fees  they  charge  are 
more  minuscule  than  going  to  a  separate  CMA  to  set  up  the  char- 
ter and  I  got  that  through  a  grant  account  through  the  7(a)  SBCA 
by  a  bookkeeper  going  through  a  tax  class  to  make  sure  we  always 
got  our  payroll  taxes  and  ESC  taxes  in  on  time.  So  those  are  the 
kinds  of  things  that  maybe  a  new  business  can't  afford  but  a  busi- 
ness that's  beyond  emerging  can  afford  to  pay  fees,  and  I  think  it 
could  be  structured  without  a  lot  of  regulation  form  completion. 
You  know,  a  lot  of  the  things  that  we  are  required  to  do,  I  know 
that  no  one  has  time  to  look  at  these  reports,  because  they've  also 
cut  back  on  the  profit. 

You  know,  sometimes  you  have  to  assume  that  people  are  going 
to  do  right  and  be  fair  and  maybe  you  have  them  report  by  excep- 
tion rather  than  burdening  the  people  who  are  left  in  these  Federal 
agencies  with  reports  that  they  can't  possibly  do  anything  with  and 
are  not  going  to  help  them  deliver  service  to  anybody.  You  know, 
take  the  handcuffs  off  the  SBA,  too. 

Chairman  BOND.  I  think  those  are  very  helpful  suggestions  and 
if  you  don't  mind,  we  may  ask  for  more  comments  as  we  move 
along  in  this  process,  and  I  certainly  hope  as  this  process  goes  for- 
ward, as  you  see  any  ideas  emerging,  that  you  will  feel  free  to  con- 
tact us  through  Senator  Stevens  or  let  us  know  directly,  because 
I  do  appreciate  how  important  that  assistance  can  be.  We  have  just 
got  to  make  sure 

Senator  Stevens.  It  keeps  going. 

Chairman  Bond.  Yes,  we  have  got  to  find  the  funding,  and  the 
prospects  down  the  road  are  not  bright,  but  sincere  thanks  to  all 
of  our  panelists,  and  Ms.  Sorensen,  we  are  delighted  you  are  here 
and  we  appreciate  you  coming. 

OK,  well,  let's  take  about  a  5-minute  break  and  we'll  start  up  at 
10:40. 

[Recess.] 

Chairman  BOND.  The  hearing  will  reconvene.  I  am  sorry,  I  made 
a  blunder.  We  had  Ms.  Ann  Campbell,  vice  president  for  operations 
of  Alaska  Village  Initiatives  for  the  first  panel  and  we  did  not 
mean  to  exclude  her.  Ms.  Campbell,  if  you  would  please  go  ahead, 
then  we'll  formally  introduce  the  third  panel.  I  apologize  for  the 
confusion. 

Senator  STEVENS.  I,  too,  thought  Trefon  had  taken  your  place.  I 
am  sorry. 
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STATEMENT  OF  ANN  CAMPBELL,  VICE  PRESIDENT  OF  OPER- 
ATIONS,   ALASKA     VILLAGE      INITIATIVES,      ANCHORAGE, 
ALASKA 

Ms.  Campbell.  Well,  it  is  a  pleasure  to  be  here,  Chairman  Bond 
and  Senator  Stevens.  As  you  know,  Alaska  Village  Initiatives  is  a 
rural  economic  development  corporation  that  has  been  in  existence 
for  about  30  years  and  we  specialize  and  work  with  enterprise  de- 
velopment in  rural  communities.  What  I  wanted  to  talk  about 
today  and  what  is  in  my  written  testimony  really  speaks  to  the 
issue  of  entrepreneurship  development  as  opposed  to  the  village 
corporation  issues  which  were  brought  up  earlier  in  the  first  panel. 
Some  of  what  I  have  to  say  is  a  little  bit  of  repetition. 

Ms.  Kitka  spoke  very  eloquently  about  the  current  condition  of 
the  social  problems  in  rural  villages,  and  I  won't  go  back  over  all 
of  that,  but  I'll  speak  a  little  bit  to  the  fact  that  the  challenges  of 
developing  small  businesses  in  rural  communities,  while  they  look 
and  sound  the  same  as  the  problems  elsewhere  in  the  United 
States,  are  also  unique  because  they  are  exacerbated  by  some  seri- 
ous difficulties  that  small  businesses  have  to  overcome.  And  those 
are  the  distances  and  the  smallness  of  the  communities  and  the 
distances  from  urban  centers.  We  are  talking  about  small,  small 
markets.  We  are  talking  about  communities  of  300  to  500  people. 
The  marketplace,  itself,  is  incredibly  tiny  and  we  are  talking  about 
high  cost  of  essential  goods  and  services,  particularly  the  high  cost 
of  transportation.  Even  more  important  is  the  high  cost  of  tele- 
communication services  and  the  ability  of  rural  communities  to 
participate  in  commerce  online  services  and  other  kinds  of  new 
technologies  that  actually  have  some  potential  of  shrinking  some  of 
the  distance  problems  and  market  size  problems,  but  there's  a  par- 
ticularly high  cost  associated  with  those. 

Additionally,  rural  communities  and  rural  entrepreneurs  have 
special  training  needs.  Julie  Kitka  spoke  a  little  bit  about  the  sub- 
ject earlier,  but  I  want  to  emphasize  again  that  small  businesses 
or  potential  small  businesses  in  rural  Alaska  need  help  in  training 
and  education,  in  how  to  keep  books,  in  how  to  manage  a  business, 
in  how  to  market  products,  and  in  how  to  do  exporting.  Exporting 
is  a  viable  business  area  for  a  lot  of  rural  communities  but  they 
know  nothing  about  the  regulations  and  how  to  go  about  doing  it. 

I  spoke  about  telecommunications,  and  training  is  going  to  be  im- 
portant there  as  well.  It  is  not  enough  to  make  phone  lines  avail- 
able to  rural  Alaska.  There  has  to  be  some  education  and  training 
in  how  to  use  computers,  how  to  use  the  services  that  are  available. 
And  so  all  of  these  kinds  of  issues  relating  to  building  human  ca- 
pacity and  helping  people  learn  to  do  for  themselves  are  really 
going  to  become  critical  over  the  next  decade.  At  Alaska  Village 
Initiatives,  it  is  one  of  the  things  that  we  are  working  most  aggres- 
sively on — trying  to  not  do  for  people,  trying  not  to  come  in  and  do 
books  for  people  or  set  up  computer  systems  for  people,  but  instead, 
teach  people  how  to  do  it  for  themselves  and  how  to  use  those  tools 
to  build  successful  businesses. 

I  want  to  thank  you  for  the  opportunity  today  and  appreciate  the 
time. 

[The  prepared  statement  of  Ms.  Campbell  follows:] 
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If  tJie  State  of  Alaska  as  a  whole  is  looking  at  significant 
disruption— or  at  least  serious  belt-tightening  after  a  long  run  of 
oil  money— rural  Alaska  faces  grim  prospects  indeed.    Even  after 
years  of  oil  funded  development,  village  Alaska  is  still  waiting  for 
essential  services.   Water,  sewers,  roads,  and  other  health  and 
safety  infrastructure  are  lacking.   Most  houses  do  not  have 
plumbing.    Disease  and  accidents  impact  rural  populations  far 
more  heavily  than  urban  dwellers,  and  life  expectancy  is 
significantly  lower.   Many  fuel  tank  farms  are  in  poor  condition; 
some  are  already  leaking.   The  Ust  of  problems  and  needs  is 
indeed  long,  but  there  is  every  prospect  that  fewer  public 
resources  will  be  allocated  to  rural  areas  than  in  the  past,  not 
only  because  there  will  be  fewer  resources  but  more  significantly 
because  the  rural  population  is  smaller  and  more  fragmented. 

Nevertheless,  there  are  some  new  reasons  for  optimism  even  in 
the  face  of  all  the  problems.   One  is  the  growing  sophistication  of 
rural  people.   In  the  past  ten  to  twenty  years,  rural  Alaskans  have 
learned  a  lot  about  the  value  of  businesses  in  villages.   The  work 
of  Alaska  Village  Initiatives  and  other  organizations  has  been 
successful  in  raising  awareness  and  creating  support  for  self- 
determination  and  economic  development.    More  than  ever, 
communities  and  individuals  are  asking  for  assistance  in  getting 
ventures  underway.   It  is  crucially  important  that  when  rural 
people  reach  out  for  assistance  they  will  find  competent, 
experienced  help.   Because  the  barriers  against  enterprise  are 
high. 

The  combination  of  rugged  terrain,  weather  extremes  and  vast 
distances  between  population  centers  challenges  the 
resourcefulness  of  those  who  do  business  in  Alaska.    Only  10 
percent  of  Alaska's  250  communities  are  accessible  by  road; 
services  and  supplies  are  delivered  to  the  remainder  by  air  and,  to 
a  few  communities,  by  water. 

Weather  extremes  play  havoc  with  scheduled  passenger  and 
freight  service.   Climatic  factors  also  dictate  careful  planning: 
where  delivery  of  bulk  goods  is  possible  by  water— to  coastal 
villages,  for  instance—shipments  must  be  calculated  and  goods 
purchased  months  in  advance  of  the  yearly  ice  breakup.   Shippers 
who  fail  to  place  material  on  the  relatively  inexpensive  barge 
transportation  must  spend  huge  sums  for  air  freight. 

Transportation  of  people  is  expensive  too.  For  example,  a  round- 
trip  air  fare  from  Anchorage  to  Barrow,  a  distance  of  725  miles,  is 
$650  in  contrast  to  a  $468/ $666  fare  available  to  travelers  for  the 
3,000  miles  between  San  Francisco  and  Washington,  D.C.   And 


60 


telecommunications,  while  potentially  able  to  shrink  these  vast 
distances,  is  also  hugely  expensive.   Additionally,  the 
telecommunication  infrastructure  within  rural  communities  is 
worn  and  obsolete. 

Alaskan  villages  are  principally  centers  for  government,  services, 
and  transshipment.   Economies  are  based  on  money,  barter,  and 
subsistence  hunting  and  fishing.   Money  is  difficult  to  obtain 
because  of  a  lack  of  business  opportunities.  Year-round  jobs 
come  in  the  form  of  the  postmaster,  village  store  manager,  school 
janitor,  and  health  and  teacher's  aides.  The  rest  of  the 
community  has  to  rely  on  summer  employment  such  as  fishing, 
construction  and  fire  fighting.   However,  seasonal  employment 
often  does  not  provide  enough  money  to  carry  a  family  throughout 
the  year.    Depending  on  the  trapping  season,  January  through 
May  can  be  an  empty  time. 

Subsistence  activities  for  food  and  furs  help  make  up  some  of  the 
difference.   In  fact,  the  main  diet  for  most  village  residents  is  fish 
or  game.    However,  Native  village  residents  have  become 
dependent  on  diesel  fuel,  as  well  as  store-bought  clothing  and 
hunting  supplies,  creating  a  growing  need  for  cash.   Transfer 
payments  have  been  a  growing  part  of  the  rural  cash  economy; 
perception  that  such  pa3rments  will  decrease  in  the  future  is  one 
spur  to  developing  job-creating  businesses  in  villages. 

Subsistence— the  taking  and  use  of  wild  fish  and  game— is 
important  culturally  and  is  essential  to  the  survival  of  many. 
However,  this  essential  component  of  Alaska's  rural  fife  is 
threatened  to  some  degree  by  developers  and  by  increased  sport 
hunting  and  fishing. 

Based  on  the  foregoing,  it  is  obvious  that  those  rural  residents 
who  desire  to  start  or  maintain  a  business  in  Alaska  face  major 
obstacles.   Not  only  do  they  encounter  the  "traditional"  problems 
of  their  lower  48,  they  have  additional  challenges:   far  higher 
costs,  language  difficulties,  a  greater  distance  to  market  and,  in 
some  cases,  no  business  heritage. 

Difficulties  faced  by  rural  minority  business  owners  include: 

High  costs;    Labor  costs  and  the  cost  of  living  in  Alaska 
are  the  highest  in  the  nation,  especially  in  the  rural  areas 
where  all  goods  have  to  be  flown  in  or  barged  in  during  the 
few  months  the  coasts  and  rivers  are  ice-free.   These  high 
costs  are  pretty  much  "recession  proof,"  due  to  high 
distribution  costs.   A  critical  program  for  many  rural 
Alaska  businesses  is  Bypass  Mail.  This  program  must  be 
continued  to  ensure  that  rural  Alaskans  have  access  to 
affordable,  locally  available  goods  and  services. 
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Lack  of  capital:   This  is  one  business  problem  shared  with 
virtually  all  U.S.  minority  entrepreneurs. 
Although  conditions  are  improving  slowly  (partially  due  to 
CRA  activities  by  banks),  it  is  still  true  that  unproven 
enterprises  and  potential  entrepreneurs  unknown  to 
lenders  do  not  receive  serious  attention.    Problems  are 
compounded  when  the  potential  businesses  are  in  rural 
Alaska  because  lenders  fear  they  may  not  be  able  to  collect 
collateral  if  enterprises  fail.    In  many  rural  locations,  local 
banking  services  are  unavailable. 

Inadequate /expensive  communications;    Rural  business 
owners  seldom  have  a  network  of  acquaintances  to  teU 
them  of  market  opportunities,  capital  resources  and 
technical  assistance.  Telecommunication  services  are 
critically  important  to  rural  communities  and  businesses 
and  will  be  more  so  as  on-line  commerce  activities  become 
more  and  more  commonplace.   Currently,  rural  Alaskans 
do  not  have  access  to  state  of  the  art  technology  or  to 
affordable  telecommunications. 

Lack  of  business  experience;    Few  rural  business  owners 
in  the  state  have  business  training  since  the  Native  Alaskan 
lifestyle  stresses  independence,  self-reliance,  and  the 
ability  to  "make  it"  on  one's  own  without  reliance  on  the 
social  system  that  sustains  most  Americans.   There  are  no 
schools  or  universities  in  smaller  communities  or  other 
resources  on  which  to  draw.   As  a  consequence,  few  rural 
Alaskans  have  been  exposed  to  business  during  their 
growth  years.   Training  and  technical  assistance  is  a  vital 
component  of  any  rural  business  development  strategy  for 
Alaska.   The  emphasis  needs  to  be  on  developing  training 
and  technical  assistance  programs  which  focus  on  building 
the  capacity  of  rural  Alaskans  to  initiate  and  sustain 
successful  business  enterprises. 

High  costs;    Labor  costs  and  the  cost  of  living  in  Alaska 
are  the  highest  in  the  nation,  especially  in  the  rural  areas 
where  all  goods  have  to  be  flown  in  or  barged  in  during  the 
few  months  the  coasts  and  rivers  are  ice-free.  These  high 
costs  are  pretty  much  "recession  proof,"  due  to  high 
distribution  costs.   A  critical  program  for  many  rural 
Alaska  businesses  is  Bypass  Mail.  This  program  must  be 
continued  to  ensure  that  rural  Alaskans  have  access  to 
affordable,  locally  available  goods  and  services. 


62 


Limited  markets;   There  are  relatively  few  consumer, 
service,  contracting  and  wholesale  markets  in  Alaska, 
particularly  in  rural  areas.  Thus,  rural  business  owners 
encounter  vigorous  competition  in  every  sector,  in  many 
cases  from  organizations  which  are  financially  stronger. 
Again,  rural  businesses  are  particularly  impacted  by  small 
markets  due  to  expensive  (air  )  transport  connecting  small, 
widely  space  communities. 

Lack  of  Exporting  Expertise;    Some  Alaska  rural  business 
persons  could  export  seafood  products,  timber,  minerals 
and  arts  and  crafts.    However,  most  are  unfamiliar  with  the 
rules  and  regulations  that  pertain  and  with  the  often- 
complicated  negotiation  process  that  accompanies  dealings 
with  foreign  entities.   In  some  cases  it  is  a  matter  of 
learning  how  to  negotiate;  in  others  it  is  learning  the 
techniques  of  working  with  different  cultures.   The  good 
news  in  this  area  is  that  more  rural  businesses  than  ever 
before  are  looking  to  exporting  as  a  business  opportunity. 
High  prices  for  select  Alaska  resources,  such  as  herring  roe 
and  live  crab,  as  well  as  better  connections  to  top-paying 
markets,  have  increased  interest  around  the  state. 
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Senator  STEVENS.  Thank  you. 

Chairman  BOND.  Ms.  Campbell,  you  have  touched  on  another 
area  that — I  wear  several  hats  and  one  of  the  hats  I  wear  is  in  pro- 
moting exports,  not  solely  through  the  Small  Business  Administra- 
tion, but  I  have  testified  before  the  Government  Operations  and 
Government  Affairs  Committee  that  the  US&FCS,  Foreign  Com- 
mercial Service,  and  other  export  assistance  now  provided  through 
the  Department  of  Commerce  is  extremely  important  for  medium- 
and  small-size  businesses  to  get  in  the  export  market. 

Have  you  dealt  with  US&FCS  or  the  other  agencies?  What  agen- 
cies are  important  to  helping  these  Native  corporations  get  into  ex- 
ports? 

Ms.  Campbell.  Well,  at  the  level  that  we  deal  with  it,  I  haven't 
dealt  with  those  agencies  directly  myself.  What  we  generally  tend 
to  do  is  make  connects  for  people.  So  I  am  not  that  familiar  with 
the  agencies,  myself. 

Chairman  Bond.  All  right.  If  you'll  stay  there,  we'll  continue  the 
questioning,  but  I  want  to  introduce  formally  the  third  panel  and 
thank  all  of  them  for  coming.  Barbara  Cash,  the  owner  of  Interior 
Space  Design  of  Anchorage;  Tom  Karl,  president  of  Karl  Brothers, 
Inc.  in  Fairbanks;  Dr.  Joyce  Murphy,  veterinarian  of  the  Alpine 
Veterinary  Clinic  and  the  Alaska  Animal  Eye  Clinic  in  Anchorage; 
and  Ms.  Pamela  Marsch,  CEO  of  Enterprise  Brokers  will  be  on  this 
panel  and  we'd  like  to  begin  with  Ms.  Cash. 

STATEMENT  OF  BARBARA  L.  CASH,  OWNER,  INTERIOR  SPACE 
DESIGN,  ANCHORAGE,  ALASKA 

Ms.  Cash.  Thank  you  very  much.  Senator  Stevens  and  Chairman 
Bond.  I,  too,  am  very  pleased  at  the  opportunity  to  be  here  and  I 
am  here  as  a  small  business  owner.  Interior  Space  Design  has  been 
in  Anchorage  for  17  years  and  I  currently  employ  seven  people.  I 
am  also  here  as  having  been  an  Alaskan  delegate  to  the  White 
House  Conference  on  Small  Business  and  attended  that  national 
conference  last  June,  along  with  some  of  my  other  panel  members 
here,  as  well. 

I  first  of  all  want  to  express  my  appreciation  and  enthusiasm  for 
all  of  the  effort  that  has  been  expended  on  the  very  successful  1995 
National  White  House  Conference  on  Small  Business,  and  the  re- 
sulting potential  benefits  to  the  small  business  community  in  Alas- 
ka. As  an  entrepreneur  and  appointed  delegate,  I  was  especially 
impressed  by  the  focus  of  the  conference.  It  was  not  an  administra- 
tive agenda,  rather  it  was  a  tremendous  collective  effort  in  the  for- 
mation of  prioritizing  grassroots  small  business  issues,  and  we 
were  very  pleased  it  included  Alaska's  own  issues.  I  was  honored 
to  represent  Alaska  and  pleased  that  our  issues  were  carried  for- 
ward into  the  national  agenda.  Of  the  top  10  national  issues,  three 
issues  focused  on  capital  formation,  and  I  would  like  to  address 
those  at  this  time. 

One  of  them  specifically  was  directed  toward  the  Small  Business 
Administration,  and  you  have  already,  I  think,  gotten  a  good  jump 
on  a  lot  of  that,  but  if  I  may,  I'd  like  to  paraphrase  national  issue 
number  286  at  this  time.  The  U.S.  Small  Business  Administration 
is  vital  to  the  growth  of  small  business  in  America  and  I  might  add 
in  Alaska.  Efforts  to  make  the  SBA's  programs  more  cost  effective 


64 

and  efficient  should  be  continued  and  encouraged.  The  SBA's  inde- 
pendent agency  role  as  the  primary  supporter  of  small  business 
within  the  Federal  Government  should  be  enhanced,  and  there  are 
six  small  points:  Elevation  of  the  U.S.  Small  Business  Administra- 
tion to  a  congressionally-approved  cabinet  level  position  which  is 
currently  in  a  tentative  basis  with  Mr.  Phil  Lader,  and  we'd  like 
to  see  that  elected;  budget  allocations  to  maintain,  increase,  and 
enhance  the  7(a)  Loan  Guarantee  Program;  budget  allocations  to 
maintain,  increase,  and  enhance  the  504  loan  program;  budget  allo- 
cations to  make  permanent  the  Small  Business  Development  Cen- 
ter Program  which  provides  business  assistance  to  small  businesses 
nationwide  and  particularly  throughout  Alaska;  permanent  mainte- 
nance of  the  independent  role  of  the  U.S.  Small  Business  Office  of 
Advocacy;  and  review  of  all  SBA  programs  with  substantial  input 
from  the  private  sector,  eliminating  any  programs  which  are 
deemed  ineffective. 

The  second  issue,  national  issue  number  5,  also  addresses  capital 
formation  and  reads  as  follows,  with  two  points:  In  order  to  in- 
crease the  availability  of  capital  for  small  business,  Congress  shall, 
one,  authorize  the  creation  or  streamlining  of  regulations  and  vehi- 
cles for  the  investment  of  public  small  and  large  private  company 
pensions,  profit  sharing,  401(k)  plans,  individual  IRAs,  Keogh  and 
SEP  plans  in  small  businesses  by  accessing  private  capital  markets 
and  encouraging  development  of  viable  markets  for  small  business 
loans;  two,  modify  current  legislation  to  allow  an  individual  to  in- 
vest up  to  50  percent  of  his  or  her  own  self-directed  or  managed 
qualified  plans,  including  profit  sharing,  401(k)  plans,  individual 
IRAs,  Keogh  and  SEP  plans  in  small  businesses  as  desired. 

So  that's  an  effort  to  invest  in  small  business  through  those  vehi- 
cles. 

The  last  issue  is  national  issue  number  25,  which  addresses  com- 
prehensive federally  guaranteed  financing  reform.  Congress  shall 
continue  to  appropriate  funds  for  the  Small  Business  Administra- 
tion Loan  Guarantee  Programs  while  focusing  on  the  following 
three  points:  Establish  criteria  which  would  allow  greater  access  to 
all  federally-guaranteed  loan  programs;  increase  the  SBA  loan 
guarantee  programs  from  the  current  level  of  $750,000  to  $1  mil- 
lion; and  require  all  federally-guaranteed  loans  be  processed  in  a 
timely  manner. 

And  I  have  outlined  these  three  national  issues,  these  capital  for- 
mation issues  have  direct  application  in  Alaska,  particularly  re- 
garding SBA,  and  the  continuation  of  the  Small  Business  Develop- 
ment Centers  throughout  Alaska. 

We  have  heard  a  lot  of  discussion  about  it  and  I  think  as  Ms. 
Andrews  said,  we  currently  have  no  other  vehicle  to  provide  the  ex- 
tent of  vital  resource  information,  counseling,  monitoring  of  small 
business  needs  in  our  vast  State,  and  I  believe  SBDC's  existence 
is  critical  to  the  success  of  small  business  in  Alaska. 

Finally,  as  a  small  business  owner  for  17  years,  I  believe  I  speak 
with  the  voice  of  Alaska's  small  businesses  when  I  ask  that  a  new 
attitude  be  created  and  cultivated  by  the  Federal  Government,  par- 
ticularly the  IRS,  in  support  and  encouragement  of  small  business. 
We  do  work  hard  to  provide  honest  and  accurate  records  and  docu- 
mentation, and  to  comply  with  burdensome  regulations.  We  desire 
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to  be  treated  with  an  attitude  of  cooperation  and  support  instead 
of  suspicion  and  confrontation. 

Thank  you  very  much  for  this  opportunity  to  testify  today.  I  do 
appreciate  it  and  look  forward  to  a  lot  of  positive  results  for  small 
business  in  Alaska  and  throughout  America. 

Chairman  Bond.  Thank  you  very  much  Ms.  Cash. 

Mr.  Karl. 

STATEMENT  OF  THOMAS  A.  KARL,  PRESIDENT,  KARL  BROS., 
INC.,  FAIRBANKS,  ALASKA 

Mr.  Karl.  Thank  you,  Senator  Bond,  Senator  Stevens,  for  allow- 
ing me  to  be  here  today.  For  the  record,  I  am  Thomas  A.  Karl,  a 
resident  of  Fairbanks,  Alaska,  and  president  of  Karl  Bros.,  Inc.,  a 
firm  which  is  enrolled  in  the  SBA's  8(a)  program.  I  would  like  to 
take  this  opportunity  to  personally  thank  the  Anchorage  SBA  office 
for  all  of  their  assistance  in  getting  our  company  off  the  ground. 
Mr.  Frank  Cox,  Ms.  Karen  Forsland,  Ms.  Susan  Roggencamp  and 
many  others  have  dedicated  much  time  and  extra  effort  on  our  and 
others  behalf,  and  for  that  we  are  thankful. 

As  my  time  is  limited,  I  have  focused  on  two  significant  issues 
which  are  affecting  many  small  Alaskan  businesses  today.  First, 
the  recent  movement  by  Federal  agencies  to  issue  very  large-scale 
job-order-style  indefinite-delivery-order  contracts.  A  prime  example 
of  this  type  of  contract  can  be  seen  in  the  TERC,  the  Total  Environ- 
mental Restoration  Contract,  administered  by  the  Corps  of  Engi- 
neers. This  project,  including  some  $240  million  worth  of  work,  was 
given  to  a  large  California  firm. 

These  contracts  are  becoming  so  large  in  scope  that  they  simply 
remove  smaller  Alaskan-based  companies  from  contention,  as  bond- 
ing, financing,  et  cetera  are  simply  not  available  on  the  required 
scale  to  smaller  firms.  It  should  be  noted  that  there  are  no  surety 
companies  currently  in  Alaska.  All  of  the  participating  sureties 
that  write  bonds  for  Alaskan  projects  are  represented  mainly  by 
West  Coast  agents  and  brokers. 

While  these  types  of  projects  may  involve  subcontracting  oppor- 
tunities, it  is  my  understanding  that  there  are  no  firm  require- 
ments for  such  inclusion,  other  than  a  percentage  requirement  to 
subcontract  with  small  businesses,  should  the  prime  contractor 
choose  to  subcontract  any  work.  If  the  work  is  to  be  self-performed, 
then  in  effect  it  is  no  requirement. 

These  projects  are  not  only  detrimental  to  Alaskan  companies, 
but  also  create  additional  unneeded  expense  to  the  Government  for 
items  such  as  mobilization  of  outside  firms  to  the  State. 

We  have  seen  an  attempt  to  set  aside  certain  of  these  smaller 
types  of  projects  to  8(a)  firms  and  for  that  we  are  appreciative.  We 
currently  are  preparing  RFP  responses  for  two  military  base  family 
housing  maintenance  contracts.  It  would  be  greatly  appreciated  if 
more  of  this  style  of  project  could  be  reserved  for  Alaskan-based 
SBA  documented  firms. 

The  second  issue  concerns  the  reluctance  of  Federal  agencies  to 
work  with  8(a)  firms  once  a  Federal  installation  has  met  its  DBE 
goals.  We  as  a  firm  have  been  advised  by  Federal  contracting  per- 
sonnel that  there  was  no  incentive  to  respond  to  our  proposals  for 
set-aside  work  as  they  were  already  meeting  their  goals. 
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What  I  might  suggest  is  that  an  incentive  for  Federal  installa- 
tions to  exceed  DBE  goals  be  implemented  so  that  opportunities  for 
small  Alaskan  firms  are  not  lost.  I  should  also  note  that  under  8(a) 
set  aside  work,  prices,  fees,  profits,  et  cetera  are  negotiated  with 
the  Government,  thereby  ensuring  that  the  Government  gets  the 
best  value  for  its  expenditures. 

Thank  you  for  this  opportunity. 

Chairman  Bond.  Thank  you  very  much,  Mr.  Karl. 

And  now  let  us  turn  to  Dr.  Murphy. 

STATEME^^^  of  dr.  JOYCE  M.  MURPHY,  VETERINARIAN, 
ALPINE  VETERINARY  CLINIC,  AND  ALASKA  ANIMAL  EYE 
CLINIC,  ANCHORAGE,  ALASKA 

Ms.  Murphy.  Thank  you.  Chairman  Bond  and  Senator  Stevens. 
I  appreciate  your  conducting  this  field  panel  hearing  for  us  today 
and  allowing  the  Alaska  small  business  people  to  talk  with  you.  As 
you  note,  I  am  a  veterinarian.  My  business  experience  is  that  I  had 
the  pleasure  of  serving  as  the  chair  to  the  Alaska  delegation  to  the 
White  House  Conference  that  was  recently  in  Washington,  D.C.  I 
chair  the  Small  Business  Development  Committee  for  the  Anchor- 
age Chamber  of  Commerce,  I  am  on  their  board  of  directors.  I  am 
a  mentor  for  the  Small  Business  Administration's  mentorship  pro- 
gram for  women  entrepreneurs,  and  I  was  the  Alaska  business 
woman  of  the  year  in  1988. 

I  am  from  St.  Louis,  Missouri,  originally,  so  I  appreciate  Chair- 
man Bond's  supporting  Missourians,  but  I  am  also  very  proud  of 
Senator  Stevens.  I  have  been  in  Alaska  for  26  years  as  a  business- 
woman. As  Mr.  Langland  has  noted,  I  am  one  of  those  illegal  busi- 
ness people,  because  if  I  were  to  comply  with  all  of  OSHA  regula- 
tions, I  would  be  in  serious  neglect  of  my  local  fire  code  and  health 
department  standards.  So  I  don't  know  which  way  to  go  at  many 
times. 

I  am  presently  a  veterinarian  with  two  clinics.  I  employ  40  peo- 
ple. When  I  started  out  here  26  years  ago,  there  were  only  probably 
less  than  .1  percent  of  women  in  my  profession  that  owned  their 
own  businesses,  and  how  I  got  started  was  through  an  SBA  loan 
for  $15,000.  It  was  a  guaranteed  loan  and  it  was  very  difficult  at 
that  time,  as  a  businesswoman — especially,  to  try  and  get  some- 
thing started.  I  believe  for  any  small  business  in  Anchorage,  we  are 
in  a  very  unique  situation  up  here  because  of  our  geographic  loca- 
tion and  things  are  a  lot  more  difficult  for  us  here.  I  know  first- 
hand the  many  difficulties  that  a  small  business  faces  here  for  ob- 
taining financing  to  control  freight  costs,  to  hiring  and  paying  for 
good  employees. 

We  are  held  hostage  here  by  airlines  and  freight  transporting 
companies  because  of  our  location  and  smaller  population.  We  don't 
get  the  competitive  rates  that  the  lower  48  States  do.  And  we  don't 
get  the  ability  then  to  be  able  to  bring  in  goods  at  a  much  cheaper 
cost  and  we  have  a  difficult  time  now  being  able  to  keep  up  some- 
times with  the  predatory  giants  that  have  moved  into  our  commu- 
nity. And  so  I  do  believe  we  have,  because  of  our  geologic  location, 
some  problems.  We  are  a  large  State  with  a  small  base  of  popu- 
lation. Many  businesses  are  in  the  rural  area  and  you  have  heard 
from  previous  testimony  about  their  problems. 
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I  think  two  things  that  I  want  to  bring  up  specifically,  because 
of  my  having  been  here  for  26  years  and  my  role  in  small  business, 
I  do  believe  that  it  is  critically  important  that  we  somehow  main- 
tain both  the  SBDC  and  the  SBA  loan  programs.  As  I  have  stated, 
I  have  had  two  SBA  loans.  I  have  outlived  seven  banks  that  have 
now  gone  under  and  two  bankers  who  are  in  jail  for  fraud.  I  now 
have  a  very  large  commercial  loan  with  a  private  lender  here  in 
town  who  will  own  me  now  for  the  next  25  years  probably,  but  if 
it  hadn't  been  for  the  early  support  of  SBA,  I  would  not  be  where 
I  am  at  now,  successfully  employing  40  people  and  giving  back  to 
my  community. 

When  I  first  started,  there  were  no  SBDC  programs.  We  did  it 
all  by  luck,  by  trial  and  error,  and  it  was  very  difficult  and  very 
exhausting.  Aiid  I  believe,  as  Eleanor  does,  that  we  need  to  keep 
these  programs  available.  They  must  be  out  there  for  people  who 
are  starting.  Jan  has  eloquently  told  you  that,  and  I  have  no  prob- 
lems now  as  a  successful  businesswoman  giving  back  as  I  do  al- 
ready to  the  community  and  too,  as  I  said,  in  the  mentorship  pro- 
gram, but  I  would  have  no  problems  whatsoever  paying  a  fee  to 
help  support  SBDC  in  our  community,  and  I  certainly  applaud 
that.  We  need  to  start  getting  more  things  into  the  private  sector, 
but  we  must  not  give  up  the  programs  that  have  worked  so  suc- 
cessfully for  small  business  in  our  State,  especially,  and  we  must 
keep  the  SBDC  and  SBA  going  until  we  can  transition  them,  some- 
how, into  a  paying  mode. 

But  you  can't  throw  out  the  baby  with  the  bath  water  while  we 
are  doing  that,  and  particularly  in  our  State  it  is  critically  impor- 
tant. 

I  believe  that  we  must  certainly  level  the  playing  field  in  many 
areas  for  small  business.  You  have  probably  heard  many  of  these 
things,  so  I  won't  belabor  them,  but  certainly  we  must  level  the 
playing  field  as  far  as  taxes  are  concerned.  As  a  small  business  per- 
son, I  ought  to  be  able  to  write  off  my  health  insurance  costs,  just 
as  any  of  the  larger  corporations.  I  ought  to  be  able  to  deduct  legiti- 
mate expenses  when  it  comes  to  meals.  I  ought  to  be  able  to  legiti- 
mately deduct  expenses  as  they  are  amortized,  and  I  believe  that 
I  should  have  that  same  experience  as  the  larger  corporations  do 
and  we  must  certainly  look  at  working  on  those  issues  and  leveling 
that  playing  field  for  small  business. 

Because  we  have  a  little  bit  harder  time  up  here  employing  and 
keeping  good  employees,  because  of  the  cost  of  living  and  all  the 
other  higher  costs  that  are  associated  here,  I  think  it  is  critically 
important  that  Congress  look  at  some  of  the  human  capital  things, 
as  well,  and  Barbara  said  that  one  of  the  highest  things  that  came 
out  of  the  White  House  Conference  was  the  pension  simplification 
plan.  I  pay  about  $10,000  a  year  to  keep  my  profit  share  plan  in 
compliance  and  every  year,  the  rules  change.  It  costs  me  more 
money  than  if  I  would  just  give  my  employees  a  bonus  and  tell 
them  to  go  out  and  fend  for  themselves. 

The  same  thing  with  health  insurance.  We  have  got  to  look  at 
some  kind  of  coverage  that  is  portable,  non-cancelable  and  will 
work  for  everyone  that  is  not  a  burden  on  the  small  business 
owner,  because  many  people  cannot  afford  it  and  they  don't  get  cov- 
ered and  I  don't  believe  that  it  necessarily  needs  to  be  all  paid  by 
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the  Government.  I  think  the  cost  causers  should  be  part  of  the  pay- 
ing situation,  but  we  have  to  have  some  package  that  will  work  for 
everyone  that  is  in  small  business. 

You  have  heard  about  the  regulation  stuff,  but  I  want  to  tell  you 
that  we  are  still  dealing  with  burdensome  and  onerous  regulatory 
processes,  and  in  my  profession,  OSHA  is  killing  us.  When  I  can 
have  OSHA  demand  that  I  spend  20,  25  thousand  dollars  a  year 
to  keep  up  with  their  regulations,  their  books,  their  MSDS  sheets, 
buying  two  posters  for  $500  that  my  employees  use  as  scribble  pads 
and  then  still  they  can  come  into  my  business  and  fine  me  $10,000 
for  not  properly  labeling  the  Joy  dishwashing  soap  in  the  employee 
lunchroom,  I  feel  that  that  is  not  appropriate.  We  are  not  working 
together  as  partners.  We  are  working  against  each  other,  and  as 
I  said,  if  I  were  to  follow  the  OSHA  regulations  for  my  fire  extin- 
guishers in  my  practice,  I  will  be  opposed  to  my  local  fire  code  for 
the  fire  extinguishers  they  want  me  to  use.  Who  do  I  listen  to?  I 
am  going  to  get  fined  if  OSHA  walks  in;  I  am  going  to  get  fined 
if  my  fire  chief  walks  in.  As  a  small  business  person,  I  don't  have 
time  or  money  to  fool  around  with  this  kind  of  stupidity. 

And  lastly,  one  of  the  things  I  would  like  to  talk  about  is  the 
IRS.  I  am  very  discouraged  when  I  hear  that  the  IRS  is  going  to 
just  randomly  select  500,000  of  us  because  they  just  know  we  are 
out  there  scheming  to  cheat  them.  Frankly,  I  don't  know  of  any 
small  business  person  that  has  the  time  to  sit  around  and  scheme 
to  cheat  the  IRS.  I  believe  that  we  are  too  busy  trying  to  pay  the 
bills  and  keep  our  employees  on  the  payroll,  whereas  I  do  find  a 
lot  of  the  larger  corporation  executives  who  do  find  a  lot  of  loop 
holes  to  get  through  on  their  IRS  tax  returns. 

I  have  been  audited,  personally,  three  times.  They  never  found 
anything  and  they  never  fined  me  anj^hing.  When  I  finally  asked 
why  they  kept  auditing  me,  they  said  because  I  kept  such  good 
records,  I  was  a  good  training  ground  for  their  new  auditors. 

Now,  I  do  not  feel  that  I  should,  as  a  small  business  person,  have 
to  pay  thousands  of  dollars  to  train  their  auditors.  And  I  am  not 
the  only  one  who  has  been  through  that  mill  up  hero.  And  I  really 
believe  we  have  got  to  take  a  look  at  IRS  and  put  it  under  control 
and  instead  of  them  going  out  and  looking  for  ways  that  they  think 
I  am  going  to  be  cheating  them,  why  don't  you  come  back  and  ask 
me  to  give  voluntarily  $500  off  my  income  taxes  to  my  local  SBDC 
to  keep  it  in  business.  I  would  much  rather  do  that  than  spend 
thousands  of  dollars  training  an  IRS  auditor. 

I  really  believe  that  Government  still  remains  too  onerous  and 
intrusive  in  many  ways,  and  yet  we  know  how  important  small 
business  is  and  we  have  talked  about  how  important  it  is  right  now 
in  the  employment  of  most  of  the  people  in  our  country.  I  think 
that  it  is  time  that  the  Federal  Government  walk  its  talk  in  its 
support  of  small  business.  We  need  to  decrease  the  regulatory  proc- 
ess. We  need  to  enhance  the  programs  that  are  working,  figure  out 
a  way  to  make  them  self-sufficient,  and  I  think  you  have  a  lot  of 
good  ideas  that  could  come  forth  from  people  who  have  been  in  the 
small  business  sector  for  a  long  time. 

We,  as  the  Alaska  delegation,  have  given  you  our  32  rec- 
ommendations that  came  from  the  White  House  Conference  that 
we  think  are  very  important  to  us  and  we  believe  that  if  we  could 
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work  with  these  issues,  they  will  not  have  a  fiscal  note  attached 
to  them,  and  other  than  the  SBA  loan  programs  which  right  now 
have  a  fiscal  note,  we  think  that  if  we  could  work  with  you  to  make 
these  self-sufficient  programs,  turning  them  over  to  the  private  sec- 
tor, they  could  work.  But  as  Eleanor  said,  don't  penalize  those  of 
us  out  there  who  are  employing  the  majority  of  Americans  in  jobs 
and  the  majority  of  workers  in  Alaska.  Work  with  us  so  that  we 
can  become  successful  and  then  we  can  take  the  burden  off  the 
Federal  Government  and  our  State  governments  in  supporting  us. 
We  can  do  our  own  thing.  Small  business  people  do  not  want  hand- 
outs from  the  Government.  They  want  to  be  self-sufficient.  They 
don't  want  to  be  intruded  into  their  business  by  regulations.  They 
want  to  be  doing  their  own  thing  and  they  are  willing  to  give  back 
to  their  community.  All  we  have  to  do  is  be  a  part  of  the  team,  and 
communications  is  vitally  important. 

I  thank  you  for  starting  that  here  in  our  State.  I  really  appre- 
ciate your  taking  your  time  to  listen  to  us.  I  think  it  is  critically 
important  that  dialogue  come  out  and  that  we  be  allowed  to  con- 
tinue to  work  together  with  you  to  solve  our  problems,  and  I  will 
be  happy  to  answer  any  other  questions.  I  did  give  a  copy  of  our 
32  recommendations  to  your  staff  person  here  and  would  appre- 
ciate your  looking  at  those  and  working  with  us  on  them. 

[The  prepared  statement  and  attachment  of  Dr.  Murphy  follow:] 
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JOYCE  M.  MURPHY,  M.S.,  D.V.M. 
ALASKA  ANIMAL  EYE  CLINIC 

AND 
ALPINE  VETERINARY  CLINIC 


Thank  you  Senator  Bond  and  Senator  Stevens  for  conducting  this  panel  discussion 
on  Small  Business  issues  in  Alaska. 

I  am  a  veterinarian.  I  have  been  a  businesswoman  in  Alaska  for  26  years.  I 
employ  40  people.  It  was  difficult  as  a  woman  in  Alaska  to  get  my  business 
started.  I  have  persevered  and  am  very  successful  today.  I  know  first  hand  though 
the  many  difficulties  facing  small  business  owners  in  Alaska  for  obtaining 
financing  to  controlling  freight  cost  to  hiring  and  paying  for  good  employees. 

We  are  a  unique  state  in  many  ways.  We  have  a  beautiful  state  with  many 
intelligent  productive  people  but  our  geographic  location  presents  many  problems 
for  independent  small  businesses. 

We  are  held  hostage  many  times  by  airlines  and  freight  transporting  companies 
because  of  our  location  and  smaller  population.  We  do  not  receive  the  competitive 
fares  that  the  other  contiguous  states  receive.  Because  of  the  higher  costs  of 
transportation,  costs  of  goods  and  services  are  higher  to  the  smaller  business 
person.  This  also  makes  it  more  difficult  for  us  to  compete  with  the  large  predatory 
retail  giants. 

Capitol  formation  is  also  a  more  difficult  problem  for  us  as  we  do  not  have  the 
secondary  lending  markets  here  in  Alaska.  The  SEA  guaranteed  loan  programs  are 
very  important  to  Alaska  small  businesses.  I  have  received  two  SBA  guaranteed 
loans.  My  business  has  survived  seven  banks  who  have  failed  but  I  have  paid  off 
both  SBA  loans.  It  is  very  important  that  congress  look  at  ways  to  increase  capital 
formation  such  as  investments  by  pension  plans  or  allowing  the  small  business 
person  to  invest  their  own  pension  plans  into  their  business. 

Congress  must  level  the  playing  field  for  small  business  regarding  taxation.  Equal 
treatment  must  be  given  small  business  as  is  given  larger  corporations.  100% 
deduction  of  health  .insurance  costs  and  meal  deductions  and  home  office 
deductions  are  very  important  because  so  many  of  Alaska's  small  businesses  are 
home  or  cottage  industries.  This  is  especially  true  with  businesses  that  are 
technology  based  which  we  have  in  abundance  because  of  our  geographic  location. 
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Alaska  has  a  harder  lime  attracting  and  keeping  good  employees.  It  is  important 
that  congress  reform  the  laws  that  effect  human  capital.  Congress  must  work  on  a 
health  care  reform  package  that  is  tax  deductible,  portable,  with  universal  coverage 
and  noncancellable.  Congress  should  repeal  burdensome  regulations  on  pension 
plans  and  adopt  a  pension  simplification  plan.  Because  Alaska  also  has  many  small 
home  based  consulting  businesses  congress  should  clarify  and  simplify  the 
independent  contractor  status. 

Perhaps  the  most  onerous  and  burdensome  issues  that  affect  Alaska's  small 
business  is  the  regulatory  and  paperwork  area.  I  appreciate  the  legislation  that 
congress  has  already  passed  to  reduce  the  paperwork  and  regulatory  burden  on 
small  businesses  but  I  believe  more  needs  to  be  done  to  enforce  the  paperwork 
reduction  act  and  decrease  the  regulatory  process.  OSHA  still  presents  itself  as  an 
onerous  and  burdensome  agency.  In  my  profession  many  of  my  colleagues  have 
been  harassed  and  OSHA  is  killing  my  profession.  When  a  bureaucratic  agency 
hands  out  a  $10,000.  fine  because  the  Joy  dishwashing  detergent  or  Comet  cleanser 
in  the  employee  lunchroom  has  not  been  labeled  with  an  OSHA  label  that  means  to 
me  that  government  has  gotten  out  of  control  and  is  not  working  for  small  business 
or  its  employees. 

I  also  an  discouraged  and  dismayed  when  I  am  notified  that  IRS  is  going  to 
randomly  audit  several  million  small  businesses  because  they"just  know  that  we 
are  out  there  scheming  up  ways  to  cheat  the  IRS".  Frankly,  most  small  business 
people  I  know  are  too  busy  trying  to  pay  the  bills,  meet  the  payroll,  find  ways  to 
give  some  employee  benefits  and  keep  the  doors  open.  I  don't  know  of  any  small 
business  person  who  has  time  to  sit  around  and  think  of  ways  to  cheat  the  IRS.  In 
fact  I  suspect  that  most  small  businesses  report  all  income  and  expenses  where  as  I 
know  of  several  larger  corporation  executives  who  find  lots  of  loopholes  to  avoid 
taxes.  I  have  been  audited  by  the  IRS  three  times.  They  never  found  anything 
wrong  nor  was  I  ever  fined  but  it  cost  me  thousands  of  dollars  to  defend  myself. 
When  I  asked  why  they  kept  auditing  my  company  -  they  said  is  was  because  I  kept 
such  good  records,  that  I  was  a  good  training  opportunity  for  their  new  auditors.  I 
don't  feel  I  or  any  small  business  person  should  pay  for  their  training. 

Government  still  remains  too  onerous  and  intrusive  in  many  areas  of  small  business 
concerns  but  neglects  to  support  us  in  other  productive  ways.  Small  business 
people  know  how  important  balanced  budgets  are.     You  don't  stay  in  business 
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when  you  spend  more  than  you  take  in.  However,  we  also  know  that  we  provide 
the  majority  of  Jobs  in  our  state  and  in  the  country.  Small  business  in  Alaska  is 
very  important  to  the  economic  health  of  our  state  and  programs  that  work  for 
small  business  should  be  supported  by  the  government. 

The  SBDC  is  also  very  important  to  small  business  people  in  our  state.  It  provides 
valuable  educational,  training  and  resource  classes  and  materials.  These  SBDC 
programs  are  responsible  for  the  success  of  many  small  businesses  in  our  state.  We 
do  not  have  the  luxury  of  multiple  state  and  private  universities  or  community 
colleges  and  SBDC  fills  an  important  role  in  working  with  entrepreneurs. 

I  respectfully  ask  that  you  and  the  congress  and  the  administration  look  at  the  rural 
states,  such  as  Alaska,  and  pass  meaningful  legislation  which  will  enhance  the 
growth  and  productivity  of  our  small  businesses. 

1  have  given  Senator  Stevens  and  Senator  Bond  copies  of  the  32  recommendations 
that  is  important  to  Alaska  small  business. 

I  would  be  happy  to  answer  any  specific  questions  you  may  have.  Thank  you  again 
for  giving  us  the  opportunity  to  speak  with  you. 
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TOP  RECOMMENDATIONS  OF  THE  ALASKA  DELEGATION  TO  THE  WHCSB         „,  ,. 

Capital  Formation 

5.  In  order  to  increase  the  availabilir.  of  capital  for  small  business.  Congress  shall: 

a)  Authorize  the  SEC  or  an  appropriate  entity  to  create  or  streamline  regulations  and 
vehicles  for  public  and  small  and  large  private  company  pensions,  profit  sharing,  40 1 (k) 
plans,  individual  IRAs.  Keogh,  and  SEP  Plans  to  invest  in  small  businesses  by  accessing 
the  private  capital  markets  and  encouraging  development  of  viable  markets  for  small 
business  loans. 

b)  Modify  current  legislation  to  facilitate  the  ability  of  an  individual  to  invest  up  to  50%  of 
his  or  her  own  self-directed  andvor  managed  qualified  plans  including  profit  sharing, 

40 Uk)  plans,  individual  IRAs,  Reogh,  and  SEP  Plans  in  specific  small  business(es)  of 
lusher  own  choice.  These  funds  could  be  used  as  a  direct  investment  or  as  collateral  to 
obtain  debt  financing,  (votes  received:   1279) 

Capital  Formation 

14.  To  increase  the  availabilit>  of  growth  capital  to  invest  in  small  businesses.  Congress  should: 

a)  Further  privatize  the  Small  Business  Investment  Company  (SBIC)  program,  now 
administered  by  the  SBA,  by  creatmg  a  new,  government  sponsored,  but  privately 
managed,  corporation  named  Venture  Capital  Marketing  Association  or  "Vickie  Mae") 
which  would  function  similar  to  the  Federal  National  Mortgage  Association  (Fannie 
Mae): 

b)  Extend  the  capital  gains  tax  deferment  currently  afforded  investments  rolled  into 
Specialized  Small  Business  Investment  Companies  (SSBICs)  to  include  investments  in 
SBlCs  to  encourage  more  investment  in  new  SBlCs; 

c)  Remove  barriers  to  pension  funds,  foundations  and  endowments  wishing  to  invest  in 
SBlCs  and  SSBICs:  eliminate  the  "unrelated  business  taxable  income"  (UBTI)  tax  on  all 
such  activities;  and 

d)  Reduce  the  minimum  capital  size  requirements  for  establishing  SBICs  owned  by 
regulated  financial  institutions,  thereby  encouraging  them  to  provide  equity  to  small 
businesses  provided  that  no  leverage  is  utilized  by  such  SBICs  until  current  minimum 
capitalization  for  leverage  is  achieved,  (votes  received:   1009) 

Capital  Formation 

24.  The  Small  Corporate  Offering  Registration  (SCOR)  was  meant  to  be  a  means  for  self  reliant  small 

business  owners  to  raise  equirs-  capital  with  a  minimum  of  professional  assistance  (legal  and  accounting 
services)  and  the  lowest  origination  costs.  To  facilitate  the  use  of  SCORs.  we  proposed  that  the 
SEC/Congress  raise  the  SI  million  per  year  ceiling  to  S5  million,  remove  limits  on  the  number  of  investors, 
allow  for  "tombstone  advertising"  of  stock  offerings  and  fund  educational  programs  for  investors  and  issuers 
to  be  administered  at  state  and  local  levels.  A  greater  degree  of  uniformity  of  state  laws  or  reciprocity 
between  state  would  be  encouraged  by  the  SEC  through  granting  educational  grants  to  states  that 
accomplish  this  goal,  (votes  received:   1027) 
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Capital  Formation 

25  Comprehensive  Federally  Guaranteed  Financing  Reform:  Congress  shall  continue  to  appropriate 

funds  for  the  Small  Business  Administration  Loan  Guarantee  programs,  while  focusing  on  the  following: 

a)  Prohibit  excessive  abuses  in  the  over-collateralization  of  all  federally  guaranteed  loan 
programs. 

b)  Establish  criteria  which  would  allow  greater  access  to  all  federally  guaranteed  loan 
programs. 

c)  Increase  the  SBA  loan  guarantee  programs  from  its  current  level  of  $750,000  to 
SI. 000.000. 

d)  Only  primary  owners  (not  passive- investors)  should  be  required  to  make  personal 
guarantees  on  federally  guaranteed  loans. 

ei  Increase  the  number  of  non-bank  lenders  (SBLC)  eligible  to  process  SBA  loans. 

0  Require  all  federally  guaranteed  loans  be  processed  m  a  timely  manner.  "  '"'' 

(votes  received;  784) 

Community  Development 

34.  Congress  should  further  legitimize  home-based  business  and  restore  the  home  office  tax  deduction 

by  reversing  the  effect  of  the  1993  Soliman  decision  which  requires  that: 

a)  Clients  physically  visit  a  home  office;  and, 

b)  Business  income  be  generated  within  the  home  office.     -       -  • 

This  would  again  allow  essential  administrative,  operational  and/or  management  tasks  to  qualify  a 
home  office  as  the  "pnncipal  place  of  business."  (votes  received:   1239) 

Environmental  Policy 

5 1 .         Congress  shall  mandate  a  complete  review  of  current  laws  and  regulations  relating  to  public  health 
and  safety .  er.erg>  and  the  environment,  such  as  the  Resource  Conservation  and  Recovery  Act,  Clean  Water 
Act,  and  Clean  Air  Act,  Endangered  Species  Act,  and  National  Environmental  Policy  Act.  This  mandated 
review  shall  be  completed  within  6  months. 

Before  Congress  passes  laws  to  be  regulated  through  the  EPA  and  any  other  agency,  which  require 
specific  technology  and/or  procedures  for  protecting  the  environment  the  agency(s)  must  conduct  a  cost- 
benefit  anal)  sis  on  a  dynamic  basis  model  and  ensure  that  the  particular  regulation  is  based  on  sound 
science.  For  any  proposed  regulation  said  agency  shall  have  6  months  to  complete  the  cost-benefit  analysis 
prior  to  implementation.  In  addition,  regulations  shall  include  a  funding  mechanism  which  will  facilitate 
compliance  and  be  enforceable  on  a  site  specific  basis.  All  costs  shall  be  allowed  to  be  expensed  within  the 
current  >ear.   The  regulated  community  shall  be  included  in  any  cost-benefit  analysis. 

Where  natural  conditions  exist,  compliance  based  on  technical  expenise  should  be  accepted  as 
conforming  to  the  intent  of  the  regulation.  Regulations  should  take  into  consideration  site-specific 
conditions  or  future  use.  An>  disputes  about  implementation  must  be  subject  to  a  non-governmental  peer 
group  revieu  ooard.  Voluntary  environmental  audit  privilege  and  disclosure  shall  release  the  party(s)  from 
adminisirair. :.  ,;i\  il.  and  or  criminal  penalties  (so  long  as  non-comphance  is  not  caused  by  gross  negligence 
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or  willful  misconduci)  when  the  disclosing  entin  initiates  actions  to  comply  within  a  reasonable  time.  No 
fines  can  be  used  to  fund  the  fining  agency. 

Congress  shall  mandate  EPA  and  any  other  agencies  to  review  existing  and  new  regulations  to 
ensure  that  ihe>  adhere  lo  the  same  standards  as  outlined  in  this  document.  All  exisimg  and  proposed 
regulations  must  not  create  duplication  of  enforcement.  There  shall  be  no  retroactive  liabilities. 
Additionally,  the  fining  ability,  of  the  EPA  shall  be  revoked. 

Federal  agencies  regulating  environmental  matters  must  make  sure  that  current  science,  realistic 
risk  assessments,  net  health  analysis  and  cost  benefit  analysis  shall  appl>  in  order  to  reduce,  condense  and/or 
eliminate  regulations,  prohibit  abuse.  allo\\  adequate  time  to  correct,  and  hold  government  and  its 
employees  accountable,  (votes  received:  1342) 

Environmental  Polic\ 

57.  Federal  policv  regarding  use  of  private  property  within  the  context  of  environmental  issues  should 

be  reviewed  and  substantially  revised.  EPA  and  state-related  penalties  should  be  reviewed  to  confurn  that 
the  real  potential  for  environmental  harm,  risk  assessment,  and  cost-benefit  analysis  are  used  in  land  use 
decisions.    The  issues  of  takings,  wetlands,  and  brownfields  should  receive  special  attention,  as  aniculated 
below. 

Takings 

An\  governmental  action,  law,  or  regulation  that  deprives  a  property  owner  of  value  or  benefits  of 
his  or  her  private  propert>  shall  constitute  a  "Taking"  for  which  said  property  owner  shall  be 
entitled  to  full  "Fair  market  value"  compensation.  Specifically,  government  should  examine  the 
economic  impact  before  property  is  taken  and  prohibit  the  talking  of  property  without  just 
compensation. 

Wetlands 

Congress  should  direct  the  following  changes  in  wetlands  laws  and  regulations: 

a)  If  regulations  affect  a  property  use  after  it  is  acquired,  the  property  owner  should  be 
compensated. 

b)  The  Arm\  Corps  of  Engineers  should  have  exclusive  jurisdiction  over  section  404. 

c)  Use-based  regulations  should  be  encouraged  based  on  relative  importance  of  a  wetland  to 
the  local  environment. 

d)  A  statutory  definition  of  wetlands  should  be  adopted  using  saturation  at  start  of  agrowing 
season  as  a  criterion. 

Brownfields 

Congress  should  enact  legislation  to  encourage  reuse  of  industrial  land  as  follows: 

a)  Direct  EPA  to  specify  the  circumstances  under  which  it  would  or  would  not  sue  a 
business  that  is  involved  with  a  state  approved  reclamation  project. 

b)  For  brownfield  proiects  in  which  cleanup  is  commensurate  with  the  intended  use.  EPA 
should  be  required  to  enter  mto  binding  agreements  with  the  parties  that  no  future  federal 
action  will  be  taken,  (votes  received:   1 1 18) 
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Environmental  Policy 

63.  Congress  should  enact  reformation  oi  the  Comprehensive  Environmental  Response.  Compensation 

and  LiabilitN  Act  (CERCLA).  to  apply  prospectively  as  well  as  retroactively  to  clean  up  sites  in  progress: 

ai  Eliminate  retroactive  and  smct  liability  prior  to  January  1,  1987  to  prohibit  liability  for 

conduct  that  was  not  negligenL  illegal,  or  in  violation  of  regulations  or  permits  at  the  time. 

b)  Require  sound  science  and  realistic  risk  assessments  and  cosL^benefit  analysis  in 
assessing  health  and  environmental  hazards  at  waste  sites. 

c)  Require  sound  science  and  realistic  risk  assessments  and  cost/benefit  analysis  in 
establishing  cleanup  standards.  This  would  include  realistic  consideration  of  fumre  uses 
of  the  site  and  actual  environmental  and  health  risks  associated  with  such  use. 

-  d)  Eliminate  "re-openers"  —  disallowing  the  reopening  of  the  remediation  process  at  a  site 

or  a  compan\'s  contribution  to  the  cleanup,  after  it  has  been  closed. 

e)  Offer  alternative  funding  strategies  for  cleanups. 

f)  Make  greater  use  of  de  minimis  and  de  micromis  exemptions,  requiring  USEPA  to 
identify  all  contributions  to  a  site  within  a  reasonable  time  period  and  making  de  minimis 
settlements  available  prior  to  litigation  or  enforcement  actions. 

g)  Eliminate  liability  of  flducianes  and  lending  institutions  who  hold  indicia  of  ownership 
primarily  to  protect  secunty  mterest  in  property  which  is  subject  to  the  Act. 

h)  Eliminate  joint  and  several  liability  for  contamination. 

i)  Require  potentially  responsible  panics  (PRP's)  to  inform  non-PRP's  (panies  nol  named 

by  the  USEPA)  in  contribution  actions  of  availability  of  de  minimis  and/or  de  micromis 
'    settlements  within  a  reasonable  time  penod.  (votes  received:    1371) 

Human  Capital 

78.  Congress  shall  enact  a  100%  deduction  for  health  care  premiums  for  ail  business  entities  so  thai 

there  is  equity  in  taxation  for  the:  Self-employed.  Parmerships,  S  Corporations  Limited  Liability 
Corporation,  and  C  Corporations.  This  benefit  shall  continue  to  be  excluded  for  tax  purposes  from  the 
income  of  employees  of  all  small  businesses  regardless  of  form,  including  from  the  income  of  the  self- 
employed,  (votes  received:    1283) 

Human  Capital 

87.  Congress  should  pass  a  health  care  package  that: 

a)  Creates  tax  deductible  medical  savings  accounts.  , 

b)  .Allows  the  formation  of  voluntary  competitive  health  insurance  purchasing  cooperatives. 

"■'  '  •■  ci  Eliminates  discriminatory  health  insurance  practices  such  as  redlming  of  cancellation  of 

coverage  for  reasons  other  man  non-payment  or  fraud. 

d)  .Allows  for  insurabilit\  once  ore-existine  conditions  have  been  satisfied. 
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e  I  Provides  for  ponability  of  health  insurance. 

:  I'ro\  ides  a  full  100%  deductibilin,  of  health  care  costs  for  all  purchasers  or  limit  the 

deduction  to  the  same  percentage  for  all  purchasers. 

s;i  F^rovides  medical  malpractice  reform.  ..,,  ■. 

h  I  Prohibits  any  mandated  coverage. 

ii  Permitschoiceof  health  care  insurer,  (votes  received:   1371) 

Human  Capital 

9 1  Conaress  snould  repeal  current  disincentives  and  burdensome  regulations  on  qualified  retirement 

plans  and  IR.A5.  and  encourage  adequate  retirement  savings  and  capital  accumulation,  including: 

21  The  adoption  of  a  pension  simplification  bill,  which  contains  the  voluntarv'  40](k)  safe 

harbors,  such  as  H.R.  13  and  H.R.  3419. 

bi  Raise  compensation  and  benefit  levels  to  1992  limits  and  index  for  inflation. 

c )  Provide  an  exclusion  from  estate  tax  for  retirement  plan  and  IRA  assets  to  avoid  double 
taxation  (the\  are  already  subject  to  income  tax). 

d)  Eliminate  the  15%  Excise  Tax  of  IRC  Section  4980A. 

ei  Repeal  the  family  aggregation  rules  of  IRC  Section  414(q)(6). 

n  Reinstate  deductible  IRAs  and  expand  to  include  non-employed  spouses  in  full. 

g)  Expand  SARSEPs  to  employers  with  up  to  1 00  employees. 

h)  Repeal  the  minimum  panicipation  rules  of  IRC  Section  401(a)(26)  for  defined 

contribution  plans. 

i)  Lower  the  Qualified  Separate  Line  of  Business  exception  to  15  employees. 

J )  Increase  the  exceptions  to  the  affiliated  service  group  rules  and  include  a  minimum  ZOP/o 

ownership  test  for  "A"  organizations. 

k)  Repeal  all  defined  benefit  plan  rules  enacted  after  1985. 

hi  Pension  Plan  Loans:  Congress  should  amend  section  72(p)  of  the  IRC  on  plan  loans  to:  1) 

allow  for  plan  loans  by  proprietorships  and  parmerships;  2)  increase  the  plan  loan  balance 
10  SI  00.000:  and  3)  allow  for  balloon  payments  m  lieu  of  quarterly  payments  if  the  loan  is 
secured  by  the  participant's  account  balance,  (votes  received:    1369) 

International  Trude 

1 15.        Tne  President  shall  direct  the  U.S.  Trade  Representative  to  lead  an  international  effort  to  protect 
the  ownersniD  of  intellectual  property  and  to  ensure  adoption  of  reciprocal  uniform  standards,  centralized 
filing  anc  an  efficient  international  dispute  resolution  procedure  for  registration  and  enforcement  of 
trademarks  and  trade  names,  working  with  NAFTA,  GATT  and  other  treaty  partners.  We  further 
recommenc  that  Congress  protect  international  patent  rights  in  a  \va\  that  takes  into  account  the  needs  of 
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small  business,  including  retaining  the  patent  term  to  mn  for  twenty  years  from  date  of  application  or 
seventeen  vears  from  date  of  issue,  whichever  is  longer,  that  patent  application  remain  unpublished  until  the 
patent  is  granted,  and  that  the  patent  remains  with  the  first  to  invent  rather  than  first  to  t'lle.  (votes  received: 
1080) 

International  Trade 

121.        Small  business  owners  are  calling  for  the  implementation  of  global  "One- Stop  Shoppmg"  one- 
entity  access  to  all  government  information  and  resources.  Congress  and  the  adminisffation  should  create  a 
pilot  program  that  leverages  private-sector  resources  to  assist  associations  (private  and  public,  particularly 
existing  public  private  partnership)  in  helping  their  small  business  members  trade  mtemationally  (examples 
which  would  require  no  new  funding  include:  model  traming  programs,  on-line  database  services, 
electronic  learning  networks,  trade  incubators  -  including  those  in  U.S.  and  Foreign  Commercial  Service 
locations  around  the  world,  international  trading  cooperatives,  trade  missions,  second-  and  third-tier 
exporting  programs,  niche  market  development  programs  and  marketing-development  cooperative 
programs.) 

The  .Administration  should  appoint  small  business  representatives  to  ail  advisory  or  dispute 
settlement  bodies  as  part  of  the  private-sector  representation  (example:  the  World  Trade  Organization 
dispute  settlement  panels.) 

Congress  and  the  Administration  should  maintain  effective  programs  (elimmaimg  ineffective 
programs)  of  the  U.S.  Department  of  Commerce  International  Trade  Association  tiiai  assist  all  Amencan 
small  business  in  entering  and/or  expanding  export  sales  emphasizing  emerging  markets  as  a  pan  of 
public/private  partnership  efforts  to  increase  U.S.  exports,  U.S.  jobs  and  U.S.  economic  vitality. 

Note:  No  part  of  this  issue  shall  be  interpreted  to  be  in  conflict  with  GATT  and/or  other  existing 
international  trade  agreements,  (votes  received:   1329) 

International  Trade 

129.        Congress  and  the  President  shall  authorize  and  encourage  the  Exim  Bank  and  the  SBA  to  sponsor 
revitalized  fund  programs  designed  to  foster  the  financing  of  international  trade  (goods  and  services) 
including  the  new  Export  Working  Capital  Program  to: 

a)  Provide  pre-export  financing,  unsecured  working  capital  loans,  transaction-based  loans 
and  pooled  loans,  rather  than  balance  sheet  and  asset-based  loans: 

b)  provide  educational  programs  for  regional  and  local  banking  and  financial  institutions  on 
the  methods  to  finance  expons  of  small  businesses; 

c)  Educate  and  inform  the  small  business  community  on  available  programs  to  fmance 
exports; 

d)  Coordinate  the  efforts  of  various  federal  agencies  that  attempt  to  provide  financing  for 

exports;  and  ■       "  ■  ^  •  -  ,, 

e)  Provide  credits  and  other  incentives  for  small  business  to  develop  and  expand  into 
foreign  markets,  (votes  received:   1181) 
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Main  Street 

130.  Congress  must  remove  the  barriers  --at  prevent  franchisees,  dealers  and  product  distributors  from 
exercising  their  basic  legal  and  constitutiona;  ngnts  by  enacting  HR  1717,  now  before  the  104th  Congress. 
(votes  received;  997) 

Main  Street 

1?4.        Congress  must  remove  the  barriers  jnposed  on  small  business  people  in  their  relationship  with 
large  national  and  multi-national  corporations,  \shich  prevent  these  small  business  people  from  mediating, 
arbitrating,  or  litigating  in  their  own  home  si^te.  i  votes  received:  930) 

Regulation  and  Paperwork 

183.        Congress  should  amend  the  Regulator.  Flexibilir\'  Act,  making  it  applicable  to  all  federal  agencies, 
including  the  Internal  Revenue  Service  and  me  Department  of  Defense,  to  include  all  of  the  following: 

a)  Require  cost  benefit  anaivsis.  scientific  benefit  analysis  and  risk  assessment  on  all  new 
regulations  and  Internal  Revenue  Service  interpretations. 

b)  Grant  judicial  review  of  regulations,  providing  courts  the  ability  to  stay  harmful  and 
costly  regulations  and  to  require  agencies  to  rewrite  them. 

c)  Require  small  business  representation  on  policy  making  commissions,  federal  advisory 
and  other  federal  commissions  or  boards,  whose  recommendations  impact  small 
businesses.  Input  from  small  business  representatives  should  be  required  in  any  future 
legislation,  policy  development  and  regulation  making  and  affecting  small  business. 

d)  With  respect  to  all  regulations  involving  small  business,  require  negotiated  rule  making 
proceeding  for  adoption  of  all  rules,  with  small  business  representing  50%  of  the 
negotiating  panel,  (votes  received:   1398) 


Reulation  and  Paperwork 

188.        Corfgress  shall  enact  legislation  and  appropriate  enforcement  provisions  to  include  all  of  the 
following: 

a)  Require  all  agencies  to  simplify  language  and  forms  required  for  use  by  small  business 
and  that  only  the  English  language  be  required. 

b)  Require  all  agencies  to  sunset  and  reevaluate  all  regulations  every  five  years,  using  the 
same  standards  required  for  new  regulations,  with  the  goal  of  reducing  its  total  paperwork 
burden    by  at  least  five  percent  each  year  for  the  next  five  years. 

c)  Require  agencies  to  assemoie  information  through  a  single  source  on  all  small  business 
related  government  programs,  regulations,  reporting  requirements,  and  key  federal 
contact's  names  and  phone  numbers,  with  as  much  as  is  feasibly  available  by  on  line 
computer  access. 

d)  Eliminate  duplicate  regulations  from  multiple  government  agencies,  (votes  received: 
1046) 
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Reguiauor,  and  Papenvork 

200.        Congress  and  the  President  should  propose  and  enact  legislation  that  reforms  civil  justice  and 
produc:  ;;aoility  legislation  to  accomplish  the  following: 

a  I  Return  to  a  fault-based  standard  of  liability. 

b  I  Eliminate  joint-and-several  liability  in  cases  where  the  defendants  have  not  acted  in 

concert. 

c  I  Limit  non-economic  damages  (such  as  pain  and  suffering,  and  mental  anguish)  to  three 

times  the  economic  damages  or  5250,000.  which  ever  is  greater. 

Gi  Restrict  punitive  damages  to  cases  of  willful  and  malicious  conduct.  The  amount 

awarded  should  be  split  between  the  plaintiff  and  a  judicial  system  trust. 

e  Reduce  awards  in  cases  where  a  plaintiff  can  be  compensated  by  collateral  sources,  to 

prevent  windfall  double  recovery. 

f'  Impose  a  uniform  reasonable  statute  of  limitations  and  repose  in  all  civil  actions,  and 

hold  defendants  to  a  state-of-the-art  in  existence  at  the  time  the  product  was  manufactured 
or  a  service  performed,  unless  willful  abuse  is  proven.  There  is  no  defense  in  drug  or 
alcohol   abuse. 

g  I  Provide  for  periodic,  instead  of  lump  sum  payments  for  future  medical  or  lost  income, 

administered  by  a  court  appointed  trustee. 

h  I  The  prevailing  party  in  a  legal  action  should  have  a  statutory  right  to  recover  costs  and 

attorney  fees  from  the  non-prevailing  party.  (British  Code)  (votes  received:   1332) 


Taxation 

214.        Small  businesses  typically  rely  on  close  personal  relationships  and  customer  service  to  compete  for 
sales  rather  than  expensive  advertising  campaigns.  Expenditures  for  meals  and  entertaiiunent  are  often  an 
important  pan  of  this  effort.  The  recent  changes  in  the  tax  laws  to  disallow  50%  of  these  expenditures  for 
tax  purposes  has  disproportionately  increased  the  selling  costs  for  many  small  businesses.  Accordingly, 
Congress  and  the  President  shall  enact  legislation  which  will  allow  a  tax  deduction  for  100%  of  the 
expendinires  for  meals  and  entertainment,  (votes  received:   1444) 

Taxation 

218.        Congress  should  repeal  the  Federal  Estate.  Gift  and  Generation  Skipping  tax  laws.  There  is 
currenth  legislation  before  the  104th  Congress  known  as  the  Family  Heritage  Preservation  Act  as 
H.R."S4  S  628  that  would  accomplish  this.  The  negative  effect  on  small  business,  and  others,  far  exceeds 
the  net  income  to  government  when  all  administrative  costs  to  individuals,  businesses,  and  government  are 

consiaerea.  (votes  received:   1385) 
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Taxation 

224.        The  dennmon  ot'an  independent  contractor  must  be  clarified.  Congress  should  recognize  the 
legitimacN  ot  an  independent  contractor. 

a)  The  20  factonest  is  too  subjective.  The  number  of  relevani  factors  should  be  narrowed 
with  more  definition  guidelines  for  implementation.  Realistic  and  consistent  guidelines 
which  require  one  of  four  criteria  plus  a  written  agreement.  TTie  criteria  are  ( 1 ) 
realization  of  profit  or  loss;  (2)  separate  principle  place  of  business;  (3)  making  services 
a\allabie  to  the  general  public;or  (4)  paid  on  a  commission  basis. 

b)  Safe  harbor  provisions  should  be  established  which  would  protect  the  hiring  business 
from  the  burdensome  penalties  currentK'  being  assessed  by  the  IRS.  De  Minimis  rules 
based  on  dollars  paid,  hours  worked,  years  in  business,  and/or  specified  closed  end 
proiects  should  be  established. 

cl  The  IRS  should  eliminate  back  taxes  for  misclassification  when  Form  1099's  are  filed 

and  there  is  no  evidence  of  fraud. 

di  Congress  should  specifically  allow  employers  and  independent  contractors  to  provide 

joint  technical  training  and  to  jointly  utilize  major  specialized  tools  without  jeopardy  of 
reclassification  of  the  independent  contractor  to  employee  status. 

e)  Changes  and  implementation  processes  should  be  formulated  by  a  joint  committee  of 

legislators  and  small  busmess  people,  (votes  received:   1471) 


Taxation 

233.        Congress  should  permit  deductions  of  expenses  up  to  $250,000  annually  for  the  purchase  of  new 
or  used  equipment  for  use  in  a  small  business  and  should  remove  the  cap  of  $200,000  and  have  no 
upper  qualifying  limit  on  the  Section  1 79  election,  (votes  received:  990) 

Taxation 

242.        Congress  should  modif\'  and  expand  the  50%  capital  gains  exclusion  for  small  business  stock 
passed  in  the  1993  Revenue  Reconciliation  Act  so  that  it  provides  a  front-end.  as  well  as  a  back-end 
incentive  for  Investment  in  small  businesses.  Specific  Recommendations: 

a)  Allow  investors  to  sell  funds  in  any  investment  and  roll  the  investment  into  a  small 
company,  as  defined  by  the  current  law,  within  two  years.  Capital  gains  tax  on  assets  sold 
would  b>  deferred  (using  the  same  methods  as  like-kind  exchanges).  Taxes  would  be 
payable  at  the  favorable  small  business  rate  if  held  for  the  specified  period. 

b)  Phase  in  the  preferential  tax  treatment  over  a  five-year  holding  period.  For  example,  an 
investor  with  a  three-year  holding  period  would  pay:  28%  -  (28%  x  50%  x  60%)  = 
19.6%. 

c)  Amend  Code  Section  1202  to  extend  its  benefits  to  S  Corporations,  partnerships,  and  sole 
proprietorshiDS  by  defining  a  "qualified  small  business"  to  include  all  such  business 
entities  and  extend  the  definition  of  a  qualified  trade  or  business  under  Section  1202  to 
all  types  of  businesses,  (votes  received:   1054) 
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Taxation 

250.        Congress  siiould  enact  legislation  that  would  prevent  it  from  raising  taxes  retroactively,  (votes 
received:  974) 


Unclassiried 


286.  The  U.S.  Small  Business  Administration  is  vital  to  the  growth  of  small  business  in  America. 
Efforts  to  make  the  SBA's  programs  more  cost  effective  and  efficient  should  be  continued  and 
encouraged.  The  SBA's  "independent "  agency  role  as  the  primary  supporter  of  small  business 
within  the  Federal  Government  should  be  enhanced  by; 

a)  Elevation  of  the  U.S.  Small  Business  Administration  to  a  congressionally  approved 
cabinet  level  position. 

b)  Budget  allocations  to  maintain,  increase,  and  enhance  the  7(a)  Loan  Guaranty  Program. 

c)  Budget  allocations  to  mamtain.  increase,  and  enhance  the  504  Loan  Program. 

d)  Budget  allocations  to  make  permanent  the  Small  Business  Development  Center  Program 
wnich  provides  business  assistance  to  small  businesses  nationwide. 

e)  Permanent  maintenance  of  the  "independent  role"  of  the  U.S'.  Small  Business  Office  of 
Advocacy. 

f)  All  other  SBA  programs  should  be  reviewed  with  substantial  input  from  the  private 

.  sector.  Any  programs  deemed  to  be  ineffective  should  be  eliminated,  (votes  received: 

1249) 

Unclassified 

287.  Congress  should  authorize  and  the  President  convene  a  White  House  Conference  on  Small 
Business  even.'  four  (4)  years  to  provide  a  continuing  forum  for  owners  and  entrepreneurs  to 
promote  and  work  for  the  betterment  of  small  business  and  ensure  that  they  remain  a  vital  part  of 
the  American  economy,  (votes  received:  730) 

Unclassified 

288.  Congress  should  develop  a  tangible  process  for  monitoring  the  implementation  progress  of  the 
recommendations  that  emerge  from  the  WHCSB  National  Conference  in  June  1995.  This 
monitoring  process  should  be  developed  to  make  Congress  and  the  President  accountable  to  the 
WHCSB  participants,  and  should  be  achieved  specifically  by  doing  the  following: 

a)  Periodic  updates  to  WHCSB  participants  by  SBA's  Office  of  Advocacy  on  the  progress 

of  implementation;  and 

b)  Annual  summit  of  state  WHCSB  chairs,  or  their  representatives,  to  discuss  and  evaluate 
the  progress  of  implementation,  (votes  received;  916) 


83 


Regulation  and  Paperwork 

369         Small  business  and  OSHA  must  work  together  in  a  non-adversarial,  supportive  relationship  to 
attain  public  polic>  safetN  goals.  To  accomplish  this.  Congress  must  pass  legislation  as  follows: 

ai  Require  that  voluntar>  compliance  audits  be  performed  within  sixty  days  of  a  request  by  a 

small  business  Such  audits  must  be  educational  and  non-threatening  with  written  results 
and  no  fines  issued. 

bi  Businesses  which  have  completed  a  voluniar).  inspection  and  have  corrected  any 

deficiencies  within  the  time  allotted,  will  not  be  fmed  at  a  subsequent  inspection  for 
deficiencies  which  were  missed  or  interpreted  differently  by  the  first  inspector. 

c)  Require  thai  all  enforcement  inspections,  no  maner  how  limited  the  scope  of  the 
inspection,  will  result  in  an  overall  inspection  score  or  grade  to  be  issued  in  writing  by  the 
inspector  On  the  basis  of  that  grade,  no  fines  or  penalties  may  be  issued  for  deficiencies 
found  if  the  facility ,(or  that  portion  of  the  facility  inspected),  has  been  found  to  be  in 
substantial  compliance.  In  addition,  in  those  cases  where  at  least  90%  of  the  entire  facility 
has  been  inspected  and  theoverall  grade  indicated  that  the  company  is  in  substantial 
compliance.  OSHA  will  issue  a  letter  of  commendation  recognizing  the  company  for  its 
efforts.  If  needed,  a  definition  of  substantial  compliance  would  include: 

1 )  limited  number  of  violations/deficiencies  found  vs.  number  of  items 
inspected. 

2)  company  has  an  active  safety  committee  or  program  and  demonstrates 
commitment  to  safety  by  managemenL 

3)  major  programs,  i.e.,  right-to-know,  confined  space,  lock  out/tag  out,  trammg, 
etc..  in  place. 

d)  Amend  regulations  to  assign  responsibilit>  for  regulatory  compliance  to  the  employee  as 
well  as  the  employer. 

e)  Amend  OSHA  regulations  to  require  that  when  an  employer  and/or  employee  notifies 
OSHA  officially  that  compliance  has  been  achieved,  OSHA  must  confirm  that 
compliance  has  occurred  within  seventy-two  hours  of  notification. 

f)  Amend  regulations  to  require  OSHA  not  to  make  any  inspections  (unless  voluntary)  on 
any  small  business  workplace  and/'or  worksite  unless  an  accident  has  been  recorded  and 

reported. 

g)  Amend  OSH.^  regulations  to  require  a  review  and  the  development  of  construction 
stanaards  that  reflect  the  needs  of  industr>-use  groups,  (votes  received:    1030) 

Taxation 

390.        Congress  should  enact  a  comprehensive  policy  on  capital  gains  that  encourages  the  long-term 
investment  in  productive  assets    This  policy  should  include  the  following  provisions. 

a)  Inaexina  of  the  cost  basis  of  assets  held  more  than  one  vear. 
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b)  A  targeted  capital  gains  exclusion  of  50%  of  the  indexed  gain  for  an  investment  in  a 

qualirled  small  business  held  more  than  three  years.  A  qualified  small  business  should 
iiiciuce  all  forms  of  business  entities  including  passthroughs. 

CI  A  maximum  tax  of  10%  on  the  sale  of  a  majontx'  interest  in  a  qualified  small  business 

held  for  more  than  15  years. 

d)  A  deferral  of  the  gain  on  the  sale  of  an  interest  in  a  qualified  small  business  if  the  gain  is 

rem\  ested  in  another  qualified  small  business  within  two  years. 

el  The  non-taxes  portions  of  gains  should  be  exempt  from  the  alternative  minimum  tax 

calculations. 

fl  The  c3Dital  loss  reduction  limitation  of  S3. 000  should  be  eliminated. 

g)  Reinstate  the  "General  Utilities  Doctrine"  to  eliminate  the  double  taxation  of  proceeds 

from  the  sale  of  a  business,  (votes  received:  944) 
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Chairman  Bond.  Thank  you  very  much,  Dr.  Murphy.  And  let  me 
now  turn  to  Ms.  Marsh. 

STATEMENT  OF  PAMELA  L.  MARSCH,  CHIEF  EXECUTIVE  OFFI- 
CER, ENTERPRISE  BROKERS,  AND  PRESIDENT,  ELECTRONIC 
SOLUTIONS,  ANCHORAGE,  ALASKA 

Ms.  Marsh.  I  also,  for  the  record,  wanted  to  mention  I  am  also 
President  of  Electronic  Solution,  an  audio  video  two-way  super- 
store, a  four-chain  store,  Inc.  500  growth  company  that  was  num- 
ber 314  in  1993.  That  was  growth  between  1988  and  1992. 

I  had  the  honor  to  serve  as  the  Alaska  Tax  Chair  at  the  White 
House  Conference  in  June  1995.  Chairman  Bond,  thank  you  for 
coming  to  the  State  of  Alaska.  It  is  an  honor  to  be  able  to  address 
you  locally  and  speak  of  the  issues  that  are  of  concern  to  me  and 
thousands  like  me  who  are  involved  in  small  business. 

I  had  an  opportunity  to  work  as  the  tax  chair  in  Washington  and 
while  there,  I  learned  some  very  frightening  things  that  could  and 
do  happen  to  dealers  and  franchisees.  To  avoid  the  problems,  I 
wholeheartedly  support  the  recommendations  130  and  134.  These 
are  for  basic  legal  and  constitutional  rights  of  franchisees,  dealers 
and  product  distributors. 

Recommendation  134  is  asking  for  the  right  to  have  mediation, 
arbitration  or  litigation  in  the  franchisees'  home  State.  Rec- 
ommendation 130  is  to  enact  some  basic  legal  and  constitutional 
rights. 

Of  historical  significance.  Congress  recognized  the  basic  legal  and 
fmancial  rights  of  what  was  at  the  time  a  significant  segment  of 
franchising  in  the  Auto  Dealers  Franchise  Act  of  1956  and  the 
Federal  Petroleum  Marketing  Practice  Act  of  1968.  These  two  stat- 
utes acknowledge  the  need  for  good  faith  conduct  in  franchise  oper- 
ations, provide  a  right  of  legal  action,  and  prohibit  franchise  termi- 
nation without  good  cause. 

During  the  past  2  decades,  franchising  has  grown  to  such  an  ex- 
tent that  the  franchisees  covered  by  these  statutes  today  constitute 
a  small  and  declining  segment  of  franchisees.  Ultimately,  it  is  the 
consuming  public  who  will  be  hurt  if  relationships  between  fran- 
chisers and  franchisees  are  not  appropriately  balanced.  This  came 
from  the  Franchising  in  the  U.S.  Economy,  Prospects  and  Prob- 
lems. That  was  the  101st  Congress,  Second  Session  of  1990. 

As  the  tax  chair  for  Alaska  White  House  business  conference, 
and  on  the  behalf  of  the  Alaska  delegates,  I  would  like  to  speak  in 
favor  of  the  following  tax  recommendations:  214,  a  100-percent  tax 
deduction  for  the  expense  of  meals  and  entertainment;  218,  the  re- 
peal of  the  Federal  estate  gift  and  generation  skipping  tax  law; 
224,  independent  contractor  should  be  clarified  and  recogpized; 
233,  section  179  should  be  increased;  in  the  recommendation,  it 
states  a  number  of  250,000.  I  and  the  other  Alaskan  delegates  be- 
lieve that  50,000  would  be  more  realistic;  242,  capital  gains  should 
be  modified  to  encourage  reinvestment  in  small  business;  and  250, 
no  retroactive  taxation.  This  is  like  changing  the  rules  of  the  game, 
after  the  game  has  already  been  played. 

As  a  small  family  business  person,  I  recently  obtained  a  SBA 
small  business  loan.  We  are  opening  stores  in  Wasilla  and  Fair- 
banks, creating  25  new  jobs.  This  loan  is  helping  us  to  build  our 
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stores  to  the  next  level  that  is  needed  to  compete  with  the  large 
national  chains  that  are  moving  in.  The  importance  of  this  cannot 
be  overstated.  Obviously,  I  support  the  SBA  process,  and  would 
like  the  process  to  remain  smooth  and  professional.  I  therefore  sup- 
port recommendation  286,  which  relates  to  the  continuation  of  the 
SBA  programs  for  small  businesses. 

And  again,  thank  you  very  much.  It  is  an  honor. 

Chairman  Bond.  Thank  you  very  much,  Ms.  Marsch.  Senator 
Stevens. 

Senator  Stevens.  I  don't  really  have  that  many  questions  of 
these  people.  Dr.  Murphy,  I  certainly  agree  with  you  on  IRS.  I  don't 
know  how  we  can  find  a  way  to  do  what  you  ask  though.  It  is  like 
they  are  a  fifth  portion  of  the  Government.  You  know,  it  is  very  dif- 
ficult to  get  onto  that,  but  you  make  a  good  point  and  we  should 
do  something  about  it,  specifically  on  this  new,  just  announced  ran- 
dom audit. 

Mr.  Karl,  I  want  you  to  know  we  are  doing  something  about  the 
TERCs.  We  have  prohibited  the  execution  of  any  more  of  those  con- 
tracts until  we  can  examine  them.  That  one  sort  of  sneaked  by  us, 
but  it  is  a  difficult  problem  and  involves  having  people  come  up 
from  California  just  to  supervise  these  projects.  I  found  people  in 
Nome  on  the  Fourth  of  July  with  a  private  jet  who  just  happened 
to  be  up  there  overseeing  a  project  on  environmental  restoration 
under  that  main  contract.  There  is  just  no  need  for  that.  It  was  a 
restoration  of  the  tundra  for  taking  away  barrels  that  were  thrown 
out  there  during  the  World  War  II  period,  filled  with  human  waste, 
and  we  are  now  picking  them  up  as  we  should,  but  it  didn't  need 
a  TERC  contract,  a  five  State  contractor  to  do  that.  That  was  a 
small  business  job  and  it  should  have  been  awarded  to  small  busi- 
ness. So  we  are  very  much  in  accord  with  that. 

And  the  rest  of  you,  I  agree.  I  did  note  your  comment,  Ms.  Camp- 
bell, we  certainly  are  in  agreement  with  what  you  are  saying  and 
my  recent  trip  demonstrates  the  importance  of  what  you  have  said. 
So  I  don't  have  any  questions.  You  are  singing  to  the  choir,  as  far 
as  I  am  concerned. 

Ms.  Murphy.  How  about  changing  the  tax  situation?  I  don't  care 
whether  it  is  flat  tax,  whatever,  there  are  pros  and  cons  to  that, 
but  as  far  as  the  IRS  is  concerned,  can  we  change  the  way  taxes 
now  are  set  up,  Senator  Stevens,  Senator  Bond.  And  talking  about 
downsizing  SBA,  I  would  downsize  the  IRS  and  give  their  money 
to  the  SBDC  and  SBA  any  day. 

Senator  Stevens.  If  you  can  find  a  way  to  define  income  for  us, 
we  could  get  to  the  flat  tax,  but  the  difference  is  that  if  you  have 
an  employee  who  makes  $10,000  and  a  small  business  person 
makes  $10,000,  the  employer  of  the  employee  is  deducting  some  ex- 
penses, but  that  small  business  can't  survive  to  pay  a  flat  tax  of 
the  rate  that  would  be  the  same  without  any  exemptions  or  deduc- 
tions. So  flat  tax  means  no  exemption  or  deductions,  and  we  can't 
find  a  way  yet  to  define  income  and  how  you  do  that.  If  we  can 
once  whip  that,  we  will  get  you  the  flat  tax.  It  is  a  lot  flatter 
though,  now.  When  I  went  to  the  Senate,  the  highest  rate  was  90 
percent.  The  highest  rate  now  is  34  percent.  So  we  are  getting 
there,  but  it  is  got  a  long  way  to  go. 
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Chairman  BOND.  Mr.  Chairman,  excuse  me,  I  am  used  to  calling 
him  Mr.  Chairman.  I  am  nominally  the  chairman  today.  I  call  him 
Mr.  Chairman  all  year  long  on  Defense  Appropriations.  Anyhow, 
Ted,  with  respect  to  the  taxes,  I  had  the  privilege  of  addressing  the 
White  House  Conference  several  times  and  I  am  not  accustomed  to 
getting  standing  ovations  when  I  speak.  As  a  matter  of  fact,  most 
of  the  time  when  they  stand  up,  they  are  headed  out,  but  this  time 
when  I  talked  about  no  retroactive  taxes  like  those  that  were  im- 
posed on  us  in  1993,  I  got  an  overwhelming  reaction.  As  a  matter 
of  fact,  I  almost  decided  to  get  into  talking  about  taxes  more.  But 
we  do  have  a  very  clear  short-term  agenda  in  taxation  relief  for 
small  business.  We  had  to  scramble  to  get  the  25-percent  deduction 
for  health  expenses  for  self-employed  people  put  back  in  for  1994. 
We  got  it  to  30  percent  this  year,  and  really  it  must  be  on  the  same 
basis  as  the  tax  treatment  for  employees  of  large  corporations. 

With  the  Majority  Leader,  I  just  introduced  estate  tax  reform  to 
allow  a  small  business  person  to  pass  on  to  a  direct  family  member 
a  small  business  up  to  $1.5  million,  with  half  the  value  of  that 
being  excluded.  In  other  words,  you  don't  have  to  sell  the  business 
if  you  want  a  child  or  grandchild  to  take  over  the  business.  It  is 
going  to  be  tough,  but  with  the  Majority  Leader  cosponsoring  it,  I 
think  that  might  hang  in  there. 

I  am  supporting  capital  gains  reform.  We  will  be  looking.  Dr. 
Murphy,  at  a  wide  range  of  proposals.  I  happen  to  like  the  U.S.A. 
Tax,  Unlimited  Savings  Account,  which  is  a  form  of  flat  tax  based 
on  consumption  only.  It  allows  what  many  people  might  call  a 
super  IRA.  If  you  are  going  to  invest,  whether  it  is  in  a  small  busi- 
ness or  wherever,  that  money  is  deducted.  When  you  take  it  out 
of  investment,  then  you  are  taxed  on  it,  so  that  there  is  more  cap- 
ital available.  I  think  that  is  important  for  our  economy,  as  well 
as  for  small  businesses.  But  next  year,  we  will  be  looking  at  some 
broad  scale  reform  of  the  Tax  Code. 

Since  neither  Senator  Stevens  nor  I  sit  on  the  Finance  Commit- 
tee, we  are  not  as  far  up  to  speed,  but  this  clearly  is  something 
that  is  of  importance  to  all  of  us. 

I  do  want  to  reemphasize  a  point  I  hope  that  I  made  clear  that 
you  all  have,  I  think,  touched  on.  When  we  are  talking  about  cut- 
ting back  on  the  Small  Business  Administration  involvement  in  de- 
velopment of  entrepreneurial  skills,  I  don't  by  any  means  want  to 
imply  that  I  do  not  support  the  small  business  development  efforts 
that  are  going  on.  They  are  very,  very  vital.  You  all  have  reinforced 
that  today.  We,  in  a  time  of  limited  resources,  can't  keep  funding 
everything  that  we  would  like  to.  We  need  to  have  the  private  sec- 
tor also  help  in  that  role. 

Ms.  Cash,  you  mentioned  all  of  the  things  that  are  very  impor- 
tant from  your  standpoint  as  small  business  owner.  Are  there  any 
things  that  are  not  important?  Because  we  are  facing  limited  re- 
sources, have  you  got  anything  in  the  small  business  area  that  we 
can  cut  back  on? 

Ms.  Cash.  Boy,  I  don't  have  an  answer  for  that  right  now.  That 
will  take  some  thought.  I  get  your  meaning,  though. 

Chairman  Bond.  Because  we  are  going  to  get  less  money. 

Ms.  Murphy.  OSHA. 

Chairman  Bond.  I  am  working  on  OSHA  reform,  as  well. 
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Senator  Stevens.  That  is  coming,  Joyce. 

Chairman  BOND.  We  are  going  to  be  reforming  OSHA.  We  are 
going  to  try  to  get  regulatory  reform.  You  all  have  given  us  a  very, 
very  broad  platter.  We  have  our  work  cut  out  for  us. 

Senator  I  am  very  grateful  to  you  for  giving  us  this  opportunity 
on  behalf  of  the  committee.  It  has  been  a  real  eye-opener,  a  very 
informative  and  enjoyable  session.  We  thank  all  of  the  people  who 
have  come  to  be  with  us  at  the  hearing  today.  I  have  an  even  bet- 
ter idea  now  of  some  of  the  needs  of  small  business  in  Alaska  and 
I  can  tell  you,  I  sincerely  appreciate  your  bringing  all  of  these  peo- 
ple together  and  giving  us  an  opportunity  here.  Are  there  any  dis- 
cussions? 

Senator  STEVENS.  I  thank  you  and  thank  your  staff  and  all  of 
you  who  have  come.  I  hear  this  often  as  I  travel  around  the  State, 
but  I  think  it  is  important  to  get  it  on  the  record  and  certainly  we 
are  going  to  be  working  with  you,  Frank  and  Don  and  I,  to  bring 
about  some  of  the  things  you  have  heard  recommended  by  our  con- 
stituents. We  have  heard  the  recommendations.  The  group  we  had 
at  the  small  business  conference  was  outstanding  and  had  an  over- 
whelming impact,  as  a  matter  of  fact.  So  we  expect  to  see  that 
checklist  followed  pretty  closely.  I  am  not  sure  we  can  do  the  first 
one,  that  is  pretty  tough  right  now — that  is  the  meals  and  enter- 
tainment deduction.  I  Just  don't  think  we  can  reverse  that  curve 
right  now,  but  I  do  chink  we  can  get  to  a  lot  of  things  you  are  talk- 
ing about  in  terms  of  OSHA,  and  we  ought  to  be  able  to  have  some 
impact  on  IRS,  too.  I  think  that  is  outlandish  to  have  a  business 
be  told  that  they  are  a  training  experience.  We  all  know  what  au- 
dits cost  and  that  is  nonsense  to  have  that  type  of  comment,  but 
we  will  take  that  up  with  them.  Dr.  Murphy. 

Thank  you  all  very  much  for  coming  and  we  thank  the  Chairman 
and  the  staff. 

Chairman  Bond.  The  hearing  is  adjourned.  Thank  you  very 
much. 

[Whereupon,  at  11:24  a.m.,  the  Committee  was  adjourned.] 
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